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Executive Summary

Report on Credit Availability

The Secondary Food Crops Development Project/Communication
for Technology Transfer in Agriculture Project (SFCDP/CTTA)
was initiated to assist the Government of Indonesia (GOI)
in it's food crop diversification program. SFCDP is a

GOI/USAID project.

Objectives of Consultancy on Credit Avaijlability.

To ascertain the availability, terms and conditions of
credit from all sources available for agricultural

purposes in dem-farm areas.

To recommend what measures need to be taken to meet
agricultural credit needs in these rural areas to ensure
adequate support for future palawija (secondary crop)
expansion.

Findings:

It was found that sources of credit are available from
Kredit Usaha Tani that is administered bv Bank Rakyat
Indonesia and from BUKOPIN Village Credit. Both these
credit programs target farmers’ groups (KT) through the
Village Cooperatives (KUD). The BUKOPIN credit program
gives special attention to developing credit awareness

amongst members of KT.
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(2)

various other sources of small credit were explored. both
formal and informal. These include small credit units
administered by fhe Regional Development Banks, B.R.I.
Unit Desa and informal sources such as traders and money

lenders.

The most cost effective way of helping the largest number
of farmers is through KUD and KT. Credit will have the
greatest impact if the farmeﬁ§'qroups receive suitable
training and group development prior to receiving credit.
For various reasons not all farmers are suited to group
participation and alternative sources of credit need to be

opened for them.

Recommendations

The following is recommended:

A Policy of Expansion: A clear policy decision bv the

Director General of Food Crops 1s required as to whether
to merge SFCDP methods with existina BIMAS/KUT palawiila
programs or to incorporate them in a separate but parallel

palawija program using KUT or another credgi1t system

The Preparation of a Phased Plan to extend SFCDP farming

methods outside existing and planned dem-tTarm areas.
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(6)

The Targeting of Farmers’ Groups: Initiailv a clear

commitment is reqgquired so that the kelomcz~< tani (KT) can
continue to be targeted for extension 1nputs and promoted.

curce ot credit

({1}

The Use of Kredit Usaha Tani: The primary

that is readi1ly available 1s Kredit Usaha 7zn1.

The Use of BUKOPIN Village Credit: The seccrdary source of

credit shoulda be the BUKUPIN Kredit Pedesazn proaram.

An Expanded Program of Communication: A przcram of

communication ana training. buildinaga on cur~a2nt CTTA
experience snould be developed and implementated and

directeq at the foilowing main areas:

(a) The Promotion of Farmers’ Groups: The czntinued

promotion and developbment of rtarmers’ croups (KT) as
the basic unit of development and seiT help. The
farmers’ wives must be included in this promotion ot
farmers' groups. The women are able tc =xert strong
influence for good.

(b) The Greater Mobilisation_of Savings: Trs promotion oOfF

the concent of tarmers’ 4aroups accumuiz=1ina theilir own
basic capital as an alternative to ses~<-na cregit To
purchase tarm 1nputs.

(c) Pronoting a Greater Understanding <¢T_Credit: The

promotion oTf wider knowledae and unders-anding ot how
a credit svstem works, how 1t car be used more

effectively ana the need to maintain =z viable credit
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program by prompt repayments.

(d) The Promotion of SFCDP Activities to BRI and the

Provincial Development Banks (BPD) and other credit
institutions as a means of bringing about a better
understanding of how properly managed agricultural
development programs can present credit-worthy

opportunities to these institutions.

Improving the Image of the Small Farmer:The image of the

small farmer, either 1nd1v1dua11y or in groups, as a
credit risk is not good and must be improved. This can
only be done by coupling successful farming, positive
attitudes towards credit and good communications.
Reducing the Gap Between Farmers _and Banks: In the
future it would be beneficial if BRI and BPD employed
field staff who were experienced agricultural field
workers and used them to develop a closer working
relationship with small farmers

Further Improving the Capabilities of Field Staff: There

is an apparent need for field staff of Department of
Agriculture to receive increased guidance and training in
their role as extension officers. They should not reaqard
themselves only as technical startf. They should see
themselves as being concerned with all the components that

contribute to the development of the farmer and his family.



(10) Open up Credit From Small Credit Units: Credit is being

distributed at village level by BRI Unit Desa and by smail
credit units in a number of provinces under the supervision
of Bank Pembangunan Daerah (BPD). There 1s a need to start
negotiations with these lending institutions to assist in
the opening of credit facilities to individual small
farmers involved in SFCDP type activities.

(11) The Development of Savings and Loan activities within the

KUD. It has been found that a credit system that incorporates
members savings has a greater chance of success due to a
greater awareness as to the source of the funds and a

greater sense of responsibility in those involved in the
program.

(12) The Development of Private Sector Small Credit: Alternative

sources of credit could be developed. Government regulations
permit this.

(13)' The Greater Use of The Regional Development Banks: It is
suggested that, in the longer term, the BPD could take on
much greater responsibility for channeling credit to small
farmers through the medium of sub-district (kecamatan)
credit units (BKK),

(14) A Review of the Role of Bank Rakyat Indonesia bvy GOI.

There must be complete acceptance of the fact that BRI
must operate profitably. At the same time it should not
forget its role as a government bank charged with providing

credit facilities to the rural sector. Government intluence
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should be brought to bear on BRI to ensure that they

provide profitable credit services to creditworthy farmers’

including those outside program credit.

Increase Interest_Rates; It has been found that, 1n both
Indonesia and world wide, low interest rates do not help
to bring credit to small farmers. The reverse happens.
Suppliers of credit have no incentive to lend if interest
is too low. Commercial sources of credit become inactive.
It is recommended that Government policy be directed to
increasing interest rates for rural loans 1n order to
promote commercial profitabi1lity and stimulate the supply
of credit,.

Collateral: Bank Indonesia should give clear directions to

banks and credit units on the subject of collateral.
Collateral should not be regquired for loans upto Rp.200,000.
Alternatives to collateral could be group guarantees from
the KT or from an individual of standing in the community.
A result of the development of the KT and it’'s members

should be a greater degree of trust between the lender and

the farmer.



Introduction

1.0.0 Background

The Secondary Food Crops Development Project (SFCDP) was
officially initiated with the signina of a USAID Loan
agreement on May 23 1983. The Project was to assist the
Government of Indonesia (GOI) in 1it’s food croo

diversification program.

The Project was directea primarily to farmers at kecamatan
(sub-district) Jlevel but also provides tor technical
assistance to address regional and national policvy 1ssues
relating to domestic and foreign demand for secondary

crops.

SFCDP was designed as an experimental. trial. aemonstration
and 1ntensification project to 1ntroduce new croppina

systems and demonstrate theilr superiority over traaitiocnal

svstems. It also worked towards 1mprovina post-harvest
operations and to developing the market for seconacary food

crops.

Objectives The objectives of the projlect are:

{a) To bring about rapid adoption o 1mproved proauction

technology using 1mproved varieties. commercial 1NpuUuts
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(b)

(c)

(d)

(such as fertiliser, 1ime, seeds, rhizobium i1ncculum
and pesticides), improved agronomic practices and
appropriate cropping systems.

To improve the gquality, storeability and marke=z
acceptance of secondary food crops by the adoption of
1mpf0ved pre and post-harvest technologies at tarm
levels and at various stages of the marketing chain.
To formulate appropriate policies regarding prices.
subsidies, production, consumption and market gevelopment.
To identify possible extension, marketing and

behavoral change models for maximising the contribution

of secondary food crops to improve nuirition.

Project Activities: At field level there are four

components of the project:

(a)

(b)
(c)
(d)

Provision of production and ﬁarketing inputs
including the provision of a revolving fund.
Extension, demonstration and field trials.
Training.

Nutritional considerations.

An important practical activity of the proiject 1s =hne

"Dem-Farm” (demonstration farm). The dem-farm of acout 5

hectares involves a group of farmers (kt). Dem-farms are

clustered together at village (desa) level within the

provincial project areas.
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Because of a S8hortage of extension stafr and funds 1t was

believed that areatly 1mproved communication and extension

mechanisms were needed. A technical assistance contract

was oastablished with Communication For Technology Transfer

in Agriculture _(CTTA) through their parent organisation.

the Academvy for Educaticnal Development Inc. (AED). This
assistance commenced 1n February 1988. The assistance
would be directed at increasing the 1impact or SFCDP by
cost effective communications strategies and the promotion
of a suitable agricultural economic policy environment that
will provide the farmer with suftficient 1ncentive to
increase his production of secondary crops. Obviously this
strategy in communication would reach many who do not have
direct participation in the project. In the absence of
project grants many of these people would need access to

credit.

In Indonesia all project activities are designated under the
SFCDP banner. Therertore. to avold confusicn. all rererences

will be made s1mply to SFCDP.

Objectives of Consultancy on Credit Availability.

The consuitancy extended over a period oTf 12 weeks
commencing 28th March 1983. Scope of work 1s attached as
Appendix 1. The Ohjectives of the Consultancy as stated

in the Project Scope of Work are:



(a) To ascertaln the availlability, terms and conaitions
of credit from all sources availlable for aaricuitural
purposes in aem-farm areas 1n the Provinces ot Lampuna.
East Java, South Sulawesi. West Sumatera, wesT Nusa

Tenggara and East Nusa Tenggara.

(b} To recommend what measures need to be taken tTo meet
agricultural credit needs in these rural areasg to '
ensure adeauate support for future palawija (secondarv.
crop) expansion and more sustainable food-crop systems.
Preference would be.qiven to enhancing any exi1sting
rural credit vehicle to 1mprove financial management

and to mobilise savings where this is deemed practical.

1.5.0 output and Expectations of this Study; In addition to

carrying out the survey 1in accordance w1itn the scope of
work the Consultant’'s aim 1s to provide a practical
introduction to the intricate subject of rural credit.

The following outputs will be provided:

(a) An overview of the banking ana credit delivery svystem
in Indonesia. both formal and informai. Included 1n
thi1s overview will be an 1ndication ot the relievence
of each credit source to the neeas or small farmers.
Potential sources of small scale aaricultural credit
will be dealt with in detail 1in separate chapoters of

the report.

10



(b) A description of interaction with farmers and other
individuals during field trips and some of the
situations and attitudes that emerged in relation to
the use of credit and it’'s alternatives.

(c) A description of the evolution of rural credit
delivery systems in Indonesia. This is intended to
create an awareness of the complex nature of rural
credit so that the future delivery of credit can be
based on a sound interpretation of factors that show
positive results. This subject will be discussed under
the chapter heading of "The supply of credit to small
farmers’"”.

(d) An introduction to social factors and their effect on
small credit delivery systems. Thus promoting the need
for a greater understanding of how the farmer reconciles
the responsibilities of credit with other conflicting
demands, how he could be helped to sucessfully handle
these credit responsibilities and how even poor farmers
can organise and build up their own limited capital as
an alternative to outside sources credit.

(e) Having ascertained the availability, terms and
conditions of credit from all sources availlabie for
agriculture, in accordance with the scope of work, the
consultant will then provide a detailed description of
these credit schemes, the credit organisations

concerned and their evolution.

11



(a)

(b)

(b)

(c)

The “ollowing are the Expectations:

Reccmmendations as to specific 1nitiatives that should

be taken to open up credit delivery to small farmers.
Finazngs and discussions that have developed in the body

of tnis study will be brought together into firm conclusions

and recommendations for specific action.

That at the end of this study, the initiatives
proposed that will enable credit to be made available
for +he expansion of palawija plantings in the short

term.

That in the longer term, the participation of the
Department of Agriculture in creating a suitable
environment for farmers’' credit will progressively

expand credit delivery to small farmers.

That the gap that exists between the farmer and formal
creait institions will be closed ana that rural credit
will be developed into a profitable activity that will
enccurage greater participation by tnese credit

institutions in lending to small farmers.

12



1.

Chapter 2

Introductions to Financial Institutions in Indonesja:

In Indonesia a financial institution is uniikely to extend
credit to a loan applicant unless he is able to attend
personally at one of their offices. An exception is a
program credit (i.e. credit tied to a specific deveiopment
program) such as Kredit Usaha Tani (KUT). Previous
attempts to have government departments channel credit
have been generally unsuccessful. The availability of
credit to the small farmer is therefore dependent on the
extent to which banks and other financial institutions
extend their network of offices. Credit offices operating
at sub-district (kecamatan) level <can provide mobile
services at village level to a "Pos Desa” which is a place

located centrally to seveq?1 villages.

The following is a review of the level at which each group
of credit sQurces operate. Reference should also be made

to Appendices 2-5

Bank Indonesia;: (BI) Is the Central Bank, providing

supervision for the financial system in Indonesia.
Head Office is situated in Jakarta with branches at
provincial level. This Bank has 43 branches in Indonesia.

some provinces have more than one branch. BI deals

13



2.2.0

directly with both State and Commercial Banks at both
head-ctfice and provincial level. For example the
provincial branch of BI is in constant touch with the
various bank managers in the province. Supervision of
small rural financial institutes is delegated to other
banks, normally Bamk Rakyat Indonesia (BRI) or Bank

Pembangunan Daerah (BPD),

Bank Indonesia is mot only a central bank but it provides
banking services to government and other banks. It
receives funds from these sources as well as from private
non-bank depositers. The level of government funding
allows it to provide liquidity credit to commercial banks.
This 1s usually as part of a lending program such as
KIK/KMKP (Investmemt Credit/Working Capital Credit) or KUT
(farmers’ credit). For example Bank Indonesia B.I.) will
provice 55% of the funds lent out under KIK/KMKP credit
and 100% of funds lent out under KUT. B.I. provides
these Tunds as a loan at 3% interest per annum,
Alternatively B.I. may provide a direct loan to the pank
to enzble it to meintain liquidity. For example if
withcdrawals exceecé deposits to tne extent that the

commerczial bank is short of cash.

State Owned Commertial Banks: There are five state owned

commercial banks. Although they are allocated specific

14



areas of financial responsibility they are invoived in all

other areas to various extents.

2.2.1 Bank Rakvat Indonesia (BRI): is responsible for

providing credit for agriculture, fisheries and
cooperatives. It has the major responsibility for
handling various credit schemes, on behaif of B.I.,
directed to small entrepreneurs. BRI has the most
extensive network of offices throughout Indonesia
reaching down to village (desa) level with 2,702
BRI Unit Desa (in March 1989). Despite this numoer
there are many areas that are not served by a

B.R.I. unit desa.

The number of B.R.I. unit desa has actually reduced
in number. They reached a peak of 3,626 1n 1983. In
1985-86, because of the end of the BIMAS mass credit
program it was necessary to close down inefficient
and surplus units. In the absence of any further
subsidy the remaining units had to become commerciall

viable in order to survive.

Statistics for lending by BRI Unit Desa as at the
end of February 1989 shows that 27% of total
outstanding loans in rupiah went to farmers

Average size of outstanding loans to farmers was

15



Kp.407,644. (Appendix 6) Visits to BRI Unit Desa 1in
SFCDP areas revealed that Jlending to farmers was
less than 10% of outstanding loans. Loans grantea
were more than' Rp.500,000 to each farmer. Smali
farmers involved 1in SFCDP and KUT normaily only
require upto Rp.70.000 for each season’s inputs.
Therefore farmers financed by BRI Unit Desa are 1n
a higher bracket. Some Units had no loans for
agriculture. Refer to Appendix 7 for the rules under

which BRI village credit (KUPEDES) operates.

2.2.2 Other State Banks are not normally found bevond
Provincial level except in certain provinces where
high population density supports a township or
sufficient s1ze to attract a branch. Specitic
responsibilities of the remaining 4 State banks
are: Bank Bumi Dava (BBD)-estate financing: Bank
Dagana Neaara (BDN)-trade T1nancing: Bank Neagara
Indonesia (BNI)-industrial financing: Bank Expor Impor
Indonesia (Bank EXIM) export credits. These banks.
like BRI also 1nvolve themselves 1n a wider range of
normal banking activities. Uniike BRI thev dc not

normally i1involve themselves 1n small rural lending.

.3.0 Development Banks: Indonesia has 29 Development banks.

Each Province has its own Provincial Development Bank. Bank
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Pembangunan Daerah (BPD), 27 in number including a Jakarta
BPD. Although bearing the same title and of similar
organisation, these banks are separate entities. These BPD
have branches at sub-district (kabupaten) level. They are
ideally situated to become a strong force in village
lending in their own right. Some have taken over the
supervision of Badan Kredit Kecamatan (BKK) credit units.
There is one State Development Bank, Bank Pembangunan
Indonesia (BAPINDO). A private industrial development
bank, Bank Pembangunan Industri has offices only on Java.
BAPINDO has numerous branches in Jakarta and branches at
Provincial level. Their type of lending does not cater for

the small rural borrower.

Private Commercial Banks: There are 69 private commercial

banks. 10 of these operate nationally. 59 small and medium
sized banks operate but have only limited local or provincial
representation. Most do not have any dealings with small

farmers'.

Co-operative Banks: The major co-operative bank is

BUKOPIN. Although a relatively new bank it is very
progressive and determined to make an impact on rural
lending. Because of BUKOPIN's potential as a source of
credit for secondary food crop development. This bank wil)

be discussed in a separate chapter. Small co-operative
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banks still exist. BUKOPIN have taken over several of these.

Other Credit Units: These wi1ll be T1listed ana describea

briefly. Those with potential for development as a
supplier of agricultural credit will be descr1bed 1N more
detail later in the report. Many of these mavy have very
l1ttle involvement 1n lendina for aaricutture. Some do.
however offer possibilities for a negotiated arrangement
to supply agricultural credit.

(a)Bank Pasar: These "“Market Banks” specialise 1n trade

loans. They may be owned by commercial banks,
cooperatives or Dpe privately owned. They have no
potential for agricultural lending, excepnt to farmers

engaged 1n trade. In 1988 1t was reported that 175 bank

pasar existed.

(b) Village Banks: There are said to be more than 3.500

small vililage cragi1t institutions. Some date back even
to the davs of Dutcn Government. Manv are no lonaer
active. Bank Indoresia report that there are also 2.063
paday panks (Lumpunga [esa). Many OT these viiladge Danks

are located on Java oproviding small amounts or snhort

term credit.
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(c)Badan Kredit Kecamatan: Sub-District credit units.

(d)

operating under various names have been developed in
recent years as part of the USAID sponsored Provincial
Development Project (PDP). Some of these are based on
older established credit units. These are supervised by
the Regional Development Banks (BPD). A separate chaptér

explains these units.

Village Co-operatives: Koperasi Unit Desa (KUD).

Although these co-operatives can operate at village
level, they now more commonly serve several villages.
In some kecamatan there may only be one KUD. In this
way they can call on greater resources. In each
province there is a provincial co-operative known as
PUSKUD, Pusat Koperasi Unit Desa. PUSKUD provide
services to the KUD through PKK, Pusat Kelayanan

Koperasi).

Informal Credit Sources: These include traders and money

lenders, usually with high interest rates. Alternative

sources are informal savings and loans groups and other

self help groups.

(a) Traders, These are found in all areas. Their involvement

in credit varies. When interest rates are high, 10-25%+

per month, they become only emergency sources of
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credit. A farmer might borrow for seed but not for

fertiliser. In Lampung Province trader credit could be
found at 7-10% per month. The credit was readily used
to purchase agricultural inputs. In NTB and Jawa Timur

interest rates were much higher.

(b) Simpan-Pinjam, (Saving and loans groups). These are

KT that have built up a revolving fund for lending. They
use savings that are deposiﬁed regularly by the

members. The members may also contribute permanent
capital. From interest received they can build up

their capital. The members of a kelompok are usually
engaged in similar occupations. In many cases the
revolving fund that is a feature of the Dem~Farm group

has developed into an informal Simpan-Pinjam group.

(c) Usaha Bersama. This is a self reliance group and is an
advanced form of Simpan-Pinjam group. They engage in
other self help activities such as processing and

marketing.
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Chapter 3

Provincial Visits

Five of the six Project Provinces were visited during the
consultancy. Those Provinces visited were NTB, South

Sulawesi, East Java, Lampung and West Sumatera.

Each visit followed a similar pattern. The primary
objective was to meet as many farmers' as possible, to
discuss a variety of subjects, their needs, their problems
with credit, their attitudes towards credit, how some found
alternatives to credit, their participation as a member of
a KT anda KUD and how they thought credit delivery systems
could be improved to better suit their needs, their

experiences with private lenders and traders.

In each provincial and most kabupaten centres visited
discussions were held with BRI, BPD and BUKOPIN where

there was a branch and also the Departments of Agriculture
and Cooperatives. In the field local oftices of BRI Unit Desa,
BKK units and Department of Agriculture field offices were
visited alsc, together with any other relevant institution.

Private traders were also contacted.

Visit to Lampun ovince: 3-7 April 1989

Lampung is divided administratively into three kabupaten
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3.1.1

{tDistricts) and the Kotamadva (City) or Banhaar Lampuna.

Kapupaten Lampung Selatan. 20 Kecamatan
Kabupaten Lampuna Tenaah. 24 Kecamatan

Kabupaten Lampung Utara. 10 kecamatan

Sources of Credit 1n this Province are:
Bank Rakyat Indonesia: (BRI).
BRI has three branches servihg the three kabupatens and

Bandar Lampung.

Together with staff of the Provincial Dinas Pertanian
Tanaman Pangan. Lampbung. I had 01scuss1oné at all three
branchs of BRI 1n this Province. Bandar Lampuna, Metro ang
kotabumi. Several ottfices oTf BRI Unit Desa were also

visited.

BRI Unit Desa are numerous within tLamoung Province. For

example within the Lampung Tenaah there are Z4 kecamatan
with 32 BRI Unit Desa under the control ot the BRI branch
at Metro. The statfing of the uUnit Desa varies rtrom 3 to
5. BRI Unit Desa at Ganilaraauna had an authoriseg strendathn
of 5 but had two vacanciles. The uUni1t bDesa haa opened 1n
1970. It was surprising to rina that thev had no ioans Tor
agriculture althougnh they were lending to some farmers ftor
trade or other non-farm activity. This pattern was

repeated in several other Unit Desa visited.
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Discussions at the BRI branches revealed the fact that most
Unit Desa lend only for non farm activities. The Unit Desa
base their operations on a savings scheme, SIMPEDES and a
lending program, KUPEDES. They receive savings from all
sectors including farmers. In theory KUPEDES loans are open
to farmers . In practise, however, a separate policy applies
to farmers . The source of credit for farmers 1is through

the Kredit Usaha Tani (KUT) program. Extended through a KUD
(Koperasi Usaha Desa). Under certain circumstances credit

can be channeled direct to a farmers' group (Kelompok Tani).

Difficulties Facing the Farmer:

(a) KUT can only be handled by a BRI branch and not by the

Unit Desa, with the exception of repayments.

(b) The farmer or the Kelompok Tani (KT) must apply for kUT
through a cooperative (KUD). Many KUD are not active.
In this case the farmer may direct his request through
another co-operative. Here there are problems that stem
from di{Ficu1t1e§ in dealing with a distant KUD that has

no previous dealings with the applicant.

(c) BRI have various documentation requirements. These

include production of Hak Milik (land ownership certificate)

or SKPT, Surat Keterangan Pemilikan Tanah. This requirement

presents difficulties to some farmers’.
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(d) Concern was expressed by both farmers and Dinas
Pertanian Staff concerning the administrative proceaures
necessary to obtain a loan, the number of visits to the
branch and the difficulties in meeting the bank's
requirements. Farmers borrowing through a KUD do not
have to visit the bank and most of the administrative

work is done for them.

3.1.4 Informal Credit:

Farmers who are not provided for by special government
sponsored programs are able to obtain credit from small
traders who are usually kiosk owners. There are usually
sufficient traders within or near the village to establish
a level of competition. Farmers are normally seeking
credit for fertilizer. A typical example given by a kicsk

owner in Kibang Desa, Lampung Tengah.

Normal retail price of fertiliser: Rp.16,500
Price on credit for 4 months: Rp.20,000
Actual interest rate over 4 months 1s 21.21% tliat rate.

In theory this represents 63,63% per annum.
Another example in Lampung Utara:

Normal retail price of fertiliser: Rp.16,000

Price on credit, 1 season : Rp.20,500
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Depending on the length of the season a trader mav earn
interest of between 4 ana 7% per montn. These K10sSk owners
~re small tragers. dependent on the next level of traders
who may extena credit to them. Thev ao héve an opportunity

to borrow from a bank.

Revolving Fund: SFCDP assistance is received bvy the

kelompok tani 1n the Torm of a grant 1in kind from the
Project. This grant 1is divided into two cateaories. The
first category includes various items of eauipment and the
second various 1nputs such as ftertiliser. seed. sprav etc.
These latter 1nputs are distributed to the individual
members ot the kelompok. After harvest the i1ndividual then
repavs to the kelompok fund the value of the inputs plus
an aaditionai amount. Under the project rules this shoula
be 10% minimum. This mavy be 1n kind. an example of this 1s
one kelompok tani1 that distriputed 1 ton ot rertiiizer. In
return it expected 1 ton of pad1.

Rp.165.000

1 ton fertiliser

00

C

1 ton padi RpD.175.
Interest earns2 1n one season = 6.06%
The 1nterest 2arned varied with the price or rpadl at the

time ot harvest.

Another kelompbok tani at Translok Dava Itoh. Lampuna Utara

uses a cash svstem. It a member receives 1nputs valued at

N
(6]



Rp.1.500 then he must repay Rp.1,600 at harvest time.

Value of inputs Rp.1,500

Rp.1,600

Repayment
Interest earned in one season = 6.6% They said that they were

charging non-members 10% per season.

This group had received project assistance during the
period 1986-87. The last distribution of working capital.
to members was on 1st September 1988. This had not yet
been repayed. They said that the harvest was currently
being processed. It had not been a good harvest, the
season too long, 7 months and it had been decided that
they should not have to repay until next season. They
woula then be expected to pay an extra season’s interest.
The guestion that arises is, if they cannot repay the cost
of tne last lot ¢ 1inputs then would they be able to pay
for another 1ot of inputs, to maintain adequate production.
Would they turn to the village trader and thus create

conflicting obligations ?.
Some KT are making a small charge for the use of an 1tem

of =zuipment. This is a contribution towards repair and

eventual replacement.
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Management of the Revolving Fund in_the Kelompok Tani

A1l farmers spoken to who had receijved project assistance
stated that they had no need for further outside assistance
from a bank or other credit body. How long this situation
can be maintained will depend on how well they can conserve
and build up their revolving fund. Al11 KT visited were
managing their revolving fund in accordance with the
general rules of a revolving fund and were deciding their
own interest rates and other charges. The following
suggestions are made regarding the management of this

revolving fund:

(a) When inputs are first provided to the KT they should
be clearly informed as to the value of the inputs.
This enables the actual cost to the farmer to be
accurately determined and recovered by the KT.

(b) It is preferable to base repayments on cash rather
than kind. This overcomes the problem of variable
selling prices of produce and fixes the repavyment in
money terms.

{c) An adsquate i1nterest rate should be charged. This
snoulc take 1nto account: Infiation. overhead costs,
build up of capital to enable admission of new
members, capital expenditure, and provision for
losses. This may be decided somewhere between the

current low of about 6% per 4 months (1.5% per month)
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(d)

(e)

(f)

(g)

(h)

for KT and the trader’s rate of 5-7% per month. A rate
of 3% per month is a good compromise.

The revolving fund should be fully utilised in order to
maximise earnings. Only a small cash reserve for
expected expenses should be maintained. The remainder
should be lent out to both members and suitable non-
members wishing to purchase farm inputs. When not
required for these purposes, the capital should be
deposited in such a way as to earn interest as for
example in SIMPEDES, BRI Unit Desa savings program.
Care must be taken in deciding whether to use these
funds for capital expenditure such as machinery or
buildings. Depletion of the revolving fund will
restrict earnings and the ability to extend lending to
other farmers.,

As in all enterprises cost control must be exercised.
In one KT there had been an ex gratia payment to all
members. There is a need to ensure that all KT
understana a basic philosophy of SFCDP. That is to
progressively expand its operations to incliude new
members. There 1s no objection to ex agratia or bonus
payments. What should be avoided is the possibility
that a revolving fund may be kept for the sole benefit
of the founding members.

Book keeping systems are generally good and only limited

change is needed to provide additional information. The
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following would be useful:

The working capital situation can be monitored at all
times by adding cash balance to total loans in the
hands of the farmers, assuming that all transactions

are cash. Bad debts should be deducted.

Separate records for each farmer will continue to be

maintained and totalled. It should then be possible to

reconcile this total with the cash book.

Visit to Nusa Tenggera Barat (NTB) 19-22 April

At the time of visit there were no dem-farms operating as
SFCDP involvement was only in the early stages. There were

trial plots established but it was not useful to visit

. these. The most widely used system of credit for small

farmers was Kredit Usaha Tani (KUT) channeled through BRI
and the KUD. Time was spent in examining the coeration of
this credit system within the province as well as seeking

cut other sources of credit.

Kepala Dinas Pertanian Tanaman Pangan, NTB, Drs Tri1 W1ibowo
had, during a visit to Jakarta, expressed concern at the
level of arrears in the KUT lending. During the survey the

problem of arrears was examined also.
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Profile of several KUD:

In the follow ng examples the season 87/88 has been chosen
as an example in preference to the 88/89 season which 1s
technically still in progress. Using the 87/88 data we are

able to examine the arrears situation also.

KUD: Cipta Karva
Province: NTE

Kabupaten: Lcmbok Tengga
Location: Mantang

Number cf memcers: 1,184

Details of Kredit Usaha Tani (KUT) fcor season 87/838

Program: Supra Insus Padi.
Villages invcived: 6
Number of Ke -mpok Tani, KT: 77

Number of farmers involved: 3,282

Average si1ze - KT: 42 farmers’
Area plantec =2 padi: 1631.795 ha.
Average area z-=r tarmer: 0.4975 ha.

Borroweg thrz.gn RUT: Rp.177,137.734 .24

Interest:  T1.224,367.:8
Tota:: Rp.18+.35362.122.12
Repaid: Rp.155,034,692.00

Balance/Ar~ears: Rp. 29,327,430.18

Arr=2ars: 15.1%


http:29,327,430.18
http:Rp.155,034,692.00

Average loan per KT: Rp. 2,300.490.00

farmer: 53,973.00
Loan period for KUD: 12 months from November 1987.
Farmer: 7 .. ... .. -

Interest rate 1% per month

This KUD did not use credit for palawija during the dry

season of 1988 but borrowed again during the season 88/89.

The amount borrowed was Rp.118.9 million for 75 KT, a

reduction on the previous year. Repayments have only

recently started.

Comments on this KUD:

(a) 3,282 farmers' received credit yet the KUD only has

(b)

1,184 members. Therefore at least 2,098 non members

are involved.

Through one KUD BRI are able to reach 3,282 farmers'’.
The administrative problems would be enormous 1f BRI
were to lend direct to these farmers, During this
season BRI in NTB lent Rp.752 million 1n KUT throuah

32 KUD, based on an average loan size of Rp.50,000 which

represents approximately 15,000 farmers
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(c)

(d:

(e

The BRI maintains contact directly with the kUD, the
KUD is the credit supervisor for the kelompok tani through
the ketua of the kelompok. The kelompok members,through

their leaders supervise credit within the kelompok.

The arrears are attributed to 2 kelompoks in which there
were disputes over payments by farmers to the ketua
kelompok and not passed on to the KUD. These two kelompoks

were not included in the program for the 88/89 season.

Although arrears are still high there had been a
reduction of Rp.5.4 miilion between 1st April and the
date of visit on 22nd April, from 19.59% arrears to
15.1%.

KUD: Lingsar

Province: NTB

Kabupaten: Lombok Barat

Kecamatan: Narmada

WYumber of members: 232

Jetails of Kredit Usaha Tani (KUT) for season_£&7/88

Srogram: Supra Insus Pad:1.
Number of Kelompok Tani, KT: 33
Number of farmers involved: 1,907

Average size of KT: 58 farmers
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Borrowed through KUT: Rp. 60,672,840

Interest: 2.836,928
Total: Rp. 63,509,768
Repaid: Rp. 50,689,907
Arrears: Rp. 12,819,861
Arrears: 20.2%

Average loan per KT: Rp. 1,838.571

.o .. farmer:Rp. 31,816
lLoan period for KUD: 12 months from November 1987.
. . .. Farmer: 7 .. .. . .

Interest rate 1% per month

Further loans: During the dry season of 1988 the KUD
borrowed Rp.10.8 million for palawija. Only 6 KT with 177

farmers were involved. Loan balance is Rp.3.6 million.

During 88/89 wet season the KUD borrowed Rp.26.1 million
of which there is a balance of Rp.16.1. million. The

following changes over a period of one year are noted.

The number of KUD members increased from 232 to 570.
The number of kelompok tani that borrowed under the KUT

program drcoped from 33 to 10

The number of farmers’/borrowers decreased from 1.907 to

350.
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Over the three seasons the average loan per tarmer was:
1987/88 Rp.31.816
1988 Rp.69.987

1988/83 RD.74.574

Many of the remarks made for KUD Cipta Karva coula be

repeated for this KUD. Here we see how the KUD has
divested itself of the non-members and is concentrating on
members with slightiy larger land holdinas. The management
of the KUD wishes to concentrate on 1its own members
because of diftficulities in dealing with large numpers or
non members. There 1s a clear neea for training and

management advice in handling credit.

Several other KUD were visited buﬁ are not detailea 1n
this report.The Kelompok Tani1 (KTJ) 1s tne kev to dealiinag
with the probolem of delivering kredit to a large numper

cf farmers. Visits were mage TO rTarmers. DOTLh TNOSe wno
were active members of a KT and tnose who Tarmed
1ndepengentiy. It 18 1ntenged TO QI1SCUSS The suplect orT

the KT elsewhere 1n thi1s reporct.

2.2 Traders: Borrowina trom traders 1S not pooular 1n Lombok
(NTB) due to high interest rates. Often repavyment 1s 1n kind.
produce for fertiliser atter 4 months. Or 1nouts supplied

and paild for later at a higher price (cash pavyment). In
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the latter situation the interest rate was found to be 32-
48% for a season of up to 4 months, 8-12% per month. When
recayment is in kind, interest rates are often much
higner. Perhaps because cash does not chanée hands the
borrower is not fully aware of the high interest charged.
Interest rates for this type of lending was found to be as

high as 112% for the season or 28% per month.

Credit of this type generally comes from small kiosk
traders at village and kecamatan level. Most farmers
intarviewed saw borrowing from traders as a last resort
anc only for urgent minimal requirements. The traders
themselves have limited capital and have no desire to t1§
up <heir working capital for long periods. High interest
rat2s discourage this type of borrowing and encourage

farmers towards formal credit such as Kredit Usaha Tani

(KUT).

Arr=ars: Unless arrears are controlled and kept to a

mirimum a cred't program will fail, either within a
locality or province or nationally. In NTB the situation.
altrough still healthy does show problems. Elsewhere in
thi1s report the problem of arrears control will be aeait
witn fully. Rather than repeat myself I will only mention

some very obvious points.

35



The season (MT) varies from 3-4 months depending on the
crop. A short period is required for processing and
marketing. Why then allow 7 months for the farmer to repay
his loan ?, particularly if the period includes Lebaran, the

peak spending month.

Care is required in selecting the KT and ensuring that it

is in fact a homogenous and cohesive group.

Within both KUD and the KT it is necessary to ensure that
there are persons who are adeguately trained in credit
supervision. Emphasis on the fact that continued credit is
dependent on continued prompt repayments. As seen in the
above examples many farmers were dropped from the credit

program.

This emphasis starts even before the 1ocan is given out.
Gentle reminders should be given regarcing repayments as
soon as harvesting starts. The period of repayment by the

farmsrs must be shortensed to match the crocpina period,

{0

thus preventing dispersion of funds to other uses.
A1l theose nvelved must have tull regara to the survival
and growth of the credit program. This includes all

government and KUD staff involved.
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1

Other Credit Sources:

Discussions were held at BRI branch offices, BRI Unit
Desa., Bank Pembangunan Daerah (BPD) regarding the

kecamatan based Lumbung Kredit Pedesaan (LKP).

BRI Unit Desa operate extensiveiy throughout the province.
LKP are situated at 30 of the 59 kecamatan. These small
credit units operate under rules that do not specifically
exclude small farmers but in practice lending for farming
is minimal.

BPD does have limited lending to farmers under KIK/KMKP.

A small number of kolompok tani receive loans averaging from
about Rp.180,000 to Rp.500,000 per farmer. This lending
involves long established clients and excludes small

farmers who require less than Rp.100,000.

Visit to East Java 24-28 April 1989

The visit to Jawa Timur followed a similar pattern to that
of NTB during the previous week. Research concentrated
mairly on the kabupatens of Ponorogo and Nganjuk.,

Krecit Usaha Tani (KUT)

Again in the context of delivering credit to a large number
of farmers the Kredit Usaha Tani program attracted the most
attention. There were gaps in the data available regarding
the number of farmers receiving assistance but it was

possible to make the following estimates:
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In the planting season ot 1985/89 Bank Rakvat Indonesia
BRI. through various branches 1n East Java Province,

was able to provide the following loans:

BRI--> 448 KUD--> 5,500 Kelompok Tani--=> 250.000 farmers

BRI operate at kabupaten level. Tnere are 30 kabupaten

(districts) plus 7 kodya (townships/cities). There are a
total of 33 branches. Most branches ot BRI are handlina
loans to 15 to 25 KUD. With adequate supervision and
control at each level of distribution. a large number or

farmers can be served.

Several KUD 1in each of Kabupaten Ponorogo and Nganiuk were
visited and @iso a number of members of KT served bv these
KUD. The protiles given previously for KUD lendina in NTB
appiv also to the tvpbical KUD 1n East Java. In East Java

there are 753 KUD of which up to 578 distribute KUT.

Kredit Usaha Rakyat Kecil (KURK):

These are small creai1t units at kecamatan leve! normal iy
starfed bv tnrese persons and supervised by the Bank
Pembangunan Daerah (BPD). Each of these units are assisted
by several PPD. Pos Pelavanan Desa. Currentlvy there are KURK
units in 148 out of the 580 kecamatan in East Java. These

are supported by more than 1.600 PPD.
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Most of their loans are to traders and are based on a system
of regular repayments which does not suit the small farmer.
The rules do include a system of seasonal repayment (Musiman)
but in practise it is not used. In theory it is possible to
lend to farmers. This aspect will be further discussed

later.

Loans size range from Rp.10,000 to Rp.500,000 maximum.
Normally most loans are in the range Rp.5§0,000-Rp.200,000.
Interest rates are 3% per month and normally the maximum

term is 6 months.

Bank Umum Koperasi Indonesia (BUKOPIN) Since 1985 BUKOPIN

have been developing a program to provide credit at
village level through certain cooperatives. In conjunction
with RABOBANK of the Netherlands they established a
limited credit program using inputs from the Netherlands
Gc?ernment. This program 1s now being exteraed and will
eventually reach throughcut Indonesia. The extenaed
program uses BUKOPIN funcs. In East Java the proaram has
ccmmenced activity in the Malang area (April 1988) and
recently 1in Sidoarjo. near Surabava. Credit is available
to all sectors. Although in its early stages this credit
program presents good opportunities for farmers’ in the

palawija program.
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3.3.4

Other Sources of Credit., In East Java there are numerous

sources of informal credit operating a village level. Some
of these are remnants of old .institutions. For example,
small village banks, Badan Kredit Desa (BKD). There are

small money lenders also.

Bank Harian (Daily Bank) are an example. The method of

operation of cne of these was described by a village lady:

Borrow: Rp.10,000

Receives only Rp. 9,000

Every day for 40 days someone will come and collect Rp.300
= Rp.12,000

Interest Rp.3.000 X 100 = 33.3% over 40 days.

Rp.9,000

Traders are also a source of credit. Interest rates are
very variable and were found to vary from more than 10% to

over 25% per month.

These scurces are not attractive to farmers at these rates.

It is possible that a trader providing credit at less than

10% per month could be found.
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Kredit Candak Kulak was found to be still operating in KUD
Jetis, Kecamatan Jetis, East Java. This s a small credit
scheme dating back to 1976. Funds were put into KUD as a
permanent revolving fund for lending to small traders at 12
% interest per year. Maximum loan at KUD Jetis was
Rp.80,000. Many of these KCK have closed. The remainder

are under the supervision of BRI. BRI funds are not involved.

KUD Jetis were also lending from their own capital. Although
they.called it Simpan/Pinjam the savings side referred to
members’ capital contribution and not to a separate savings
activity. Conditions were, maximum of Rp.100,000, 3% per
month interest. Members only may borrow. There are 56

borrowers mostly traders.

Visit To South Sulawesi: 15-19 May 1989

Field activity concentrated on two kabupatens. Bulukumba
and Bone. There are concentrations of SFCDP dem-farms in
these provinces. The survey was directed at a broad samp's
of farmers. It inciuded some dem-farm parzicipants.
participants in the KUT credit program and farmers’ who

were not receiving any formal credit.

Because of the broad nature of the sample only a few dem-
farm participants were interviewed. The interview was ained

at assessing the level of success of the revolving fund.
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Also to gain an insight into the capabilities of the
Kelompok Tani1 (KT) as a self help and self regulatory body.
This study of the KT was continued within the KUT program
and with KT that had no credit affiliations. An assessment
was also made of the strength and level of cohesion within

the various KT interviewed.

gach dem-farm KT are normally only a part of a larger KT.
The dem-farm KT usually numbers 10-15. The average size of
the larger KT 1is about 35. Often the other members of the
larger kelompok obtain credit from KUT. My enquiries did
not reveal any dem-farm participant who was also

receiving KUT.

One dem farm in Desa L. Riawang, Kecamatan Lappariaija,
Kabupatan Bone had received revolving funas totalling
approximately Rp.1.11 million in three seascnal grants.
“hese grants were received by the kelompbok in November 86.
April 87 and November 87. One record book 1raicated that
the first two grants had been repaid t> the X7 bv tne
“armers but the last one had not, apart frzm a sma.!
zmount. The cash book only had one entrv 1r Two ang 2 half
vears cof orerations. This was a bulk entry rsferring to
the repayment. by the farmers of the first grant. The PPL
and the Ketua KT were evasive about the whereabouts of the
xelompok funds. Certainly the grant has not become a

revolving fund. Details were passed on to Dinas Pertanian

42


http:LaDDaria.ja

Tanaman Pangan at Ujung Pandang.

Kredit Usaha Tani KUT: In South Sulawesi. as in all other

_provinces visited, KUT was the largest credit distributer
for small farmers. It is interesting to examine the
operation of KUT in South Sulawesi. This gives an insight
into credit operations and also into the credit handl1ng

capabilities of the Cooperatives and the Kelompok Tani.

In the season 1988/89 an estimate 175,000 farmers in 202
KUD (in Sulsel) received an averége of Rp.65,000 through the
Kredit Usaha Tani program. It was originaily planned to
provide credit to 242,292 farmers. 28% of the credit that

was available was not distributed.

In Kabupaten Bone it was planned to distribute KUT through

25 KUD during the planting season that started April 1989.

At the time of tne visit credit has been raleasea to only

two FULC. Appliczzions from two mcre where seing processed

and twc others ~zc just been received. Ot.iously manv
abpcl-cations w- ' be too late for the piarting seascn. Tne
exclusion of KUC that lack sufficient commitment is clearly
desiratle but 1n some cases there are adm-"nistrative problems
that could be overcome. The non participation of these KUD

will probably help to reduce arrears.
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There are problems within the management of the KUD 1n
South Sulawesi. Various problems in tne handling of loan
applications and loan funds were descrﬂbed. However such
matters are outside the scope of this study. It should be
said though that if KUD in South Sulawesi are to be used
to distribute credit for SFCD type farming then careful

selection is required.

Members of 5 KT involved in KUT were gquestioned about their
ideas on credit. They were asked whether thev would put

pressure on other members of the KT if they were in arrears.

They all said that they might mention the subject to the

memcer but they pointed out that the loan was from the KUD
and not the KT. Therefore the staff cf the KUD would take

whatever action that was required. They were of the opinion
that credit would only be stopped for those individuals who

did not repay their loans. They were not aware of the

‘ possibility that a KUD with high arrsars could be denijed

further credit and this would affect all members.

Conclusions:

From the reading of various rsaports cn KUD and kelompok
tani, the study of the pattern of KUT distribution and

arrears statistics in KUT together with the findings of

this study show that:
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{a) Cohesion within KUD and KT are variable. Often farmers
within this Province do not adapt easily to aroup co-

operation.

(b) There is a need to intensify communication proarams to
help farmers become more responsive to the advantages

of group participation.

(c) Whilst the channeling of credit throuan KUD and KT
enables a bank to reach the largest number of borrowers
it must be recognised that some tarmers do not respond
well to group participation. Therefore there 1s a neea'

for a source of credit that is available to individual

borrowers.

Visit to West Sumatera 23-26 May 1989

The visit followed a similar pattern to the visits to the
other Proilect Provinces. As many Tarmefs as possiblie were
interviewed. There are no dem-trarmers at this time. Those
interviewed inclugea recipients of KUT ana farmers wno were

not using credit.

In Padang discussions were held with The Department of
Agriculture. Department of Coopberatives. BRI. BPD ana
BUKOPIN. Also with the Project Coordinator of Government

of Indonesia/German Technical Cooperation (GTZ) 1n the
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Provincial Development Project/ Area Development Project.

wWest Pasaman.

Field work was carried out in Kabupaten Solok and Sawahlunto
Sijunjung. The consultant was accompanied by a staff member
from Dinas Pertanian Tanaman Pangan, Padang and local

Dinas Pertanian staff

Some proposed dem-farms are to be in the transmigration areas.
Discussions took place with 6 farmers in the Sitiung I
Transmigration area in Kecamatan Koto Baru. The PPL from BPP
Sitiung accompanied the party. As in the other Project
Provinces Kredit Usaha Tani 1is the main source of credit for
farmers. Because it is program credit it is not available

to farmers who are not included in the program.

Three of these farmers are members of KUD Sidoreio. The KUD
has 837 members. Members’ savings and deposits with the
Cooperative total Rp.21.6 million. The KUD 1s hanaling
Kredit Usana Tani. The last release of KUT funds was in
Februarv 1289 tc 24 KT. Average membership of each KT

is 20.

Most members of this KUD are transmigrants from the Wonogiri
area of Central Java andvmigrated about 1977. A neighbouring

KUD has members from Bali. The party met with the Manager
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and Chairman of KUD Siderejo. Arrears are minimal and the
kelompok tani system is working well. During the discussions,
the reasons for success or failure of kelompok tani were
explored. The officials of the KUD were emphatic in their
opinion that people from Jawa did not accept participation

in kelompok tani more easily than in the outer 1s1énds. They
said that the system will work for anyone who recognised the

advantages of participation.

The three other farmers 1interviewed were using their own
capital. These are poor farmers who are gathering enough
capital together, each planting season, to buy fertiliser,
seed, insecticide etc. They were involved in various off-

farm activities.

Discussions were held with the chairman and several members
of the Kelompok Tani Beringin Jaya, also in Kecamatan Koto
Baru. This KT did not receive KUT but had accumulated own
capital, total Rp.1.4 million. In early Mavy thev had lent

out a total of Rp.900.000 to their members for Lebaran

neeas. These loans are to be repaid witnin 3 months. This

is an example of how some farmers are able to mobilise their

own savings. These are poor farmers.

The survey continued in Kabupaten Solok. The strengths of

the KT were examined as were the attitudes of the members
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towards their participation in the KT and towards credit.

Kredit Usaha Tani:

In this Province there are 262 KUD in the classification "A"
and "B". The actual number of KUD that delivered KUT in the
season 1988/83 was only 86. Only 54% of the credit made
available was actually distributed. KUT for palawija is
small. One KUD distributed credit of Rp.5.5 in the season
1988/89. In the season 1988 tﬁree'KUD distributed Rp.36.1

million. Arrears are high.
Discussions at the Department of Cooperatives and BRI
indicate that problems in many of the KUD make them a poor

risk for distributing credit.

Lumbung Pitih Nagari LPN.

The LPN at Desa Tarantang, Kecamatan kotc Baru was

visited. This is one of seven LPN in this Kecamatan. Their
repayment system reguires monthly payments. In the month

of May the number of borrowers was 70 of which 63 were
farmers. Avarage loan balance i1s Rp.94,000. The 63 farmers
must have off farm income in order to be able to make

monthly repayments. Arrears are said to be only 1.5%.

This LPN serves three villages. The LPN has only one staff

member although authorised staff is three. During this
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year staff will be brought up to strength. In order to
borrow, an individual must become a member of the LPN Group.

The LPN is inspected by BPD every two months.

Indonesia/German Technical Cooperation

As part of the Provincial Development Project/ Area Development
Project, GTZ provided loan funds through BPD and LPN in

the Pasaman Barat area of West Sumatera. Total fund is

Rp.97.0 million of this Rp.20.0 is allocated for farmers.

Loans are available either to KT or to individuals.

Interest rate is 12% per year.
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(a)

Chap:er 4

The Supply of Credit to Small Farmers

The delivery of credit to small farmers 1is still
considered by most banks and other lending institions to
be difficult and un-profitable with heavy recovery costs
and write-offs. In fact the experience in previous credit
schemes, both in Indonesia and in other developing

countries does support this opinion.

Early Assumptions Reqarding Credit.

For many years it was thought that the major obstacle
to rural development was the lack of credit. Rural
poverty was seen to be a result of lack of capital to
develop the Tarmers resources. Credit was provided
with the expsctation that the farmer would be able to
increase the productivity of his land. In many cases

this did not result.

What was nct understood was that if credit was
provided when there was not a ciear cpportunity to
substantially increase his income then the credit will
end up being used for consumption. Even if credit is
provided, nct as cash but in the form of inputs such

as fertiliser, seed, insecticide etc. it will still
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(b)

take up the form of cash at harvest time. Even if
income is increased the total may still be less than
is required to meet all the family needs and the income

will be directed to consumption and not repayments.

It was thought that high interest rates were a major
contributing factor in rural poverty. Therefore it was
thought necessary to rescue the rural poor from the high

interest rates of the money lenders and the traders.

The answer to this was to provide loans at low
interest rates. BRI were the major channeling bank for
this type of lending. The problem was that this low
interest was insufficient to cover transaction costs
and keep pace with inflation. This lack of financial
incentive, together with bad debts, left the bank in
difficulty and resulted in a reluctance to extend

credit to small farmers,

Trends in Credit: High arrears have led to cutbacks in

credit supply to small farmers:. Lenders find it more
profitable to lend in larger loan categories. In smal]l
lending they direct their lending towards small traders
and public servants, leaving gaps in the supply of credit

to small farmers,
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Recently President Suharto has instructed that greater
attenticn must be given to supplying credit to the rural
sector. At that time it was said that the size of arrears
was not only the fault of the people. They were at fault

only because the system allowed them to be.

It has been said that we may ignore history at our peril.
An analyses of the history of credit to rural borrowers
both, within Indonesia and throughout the developing world
is of great value. We will see that very definite factors
emerge that enable the preparation of guidelines for the
establishment of a succesful credit scheme. In the past
not all factors have been properly interpreted or applied
effectively, resulting in the repetition of problem

lending.

We now krow that a credit delivery system has a greater
cnance o7 success if all those involved understand how a
credit system can be made to work. This includes not only
“ne lencsrs and the borrowers but also those indirectl!v
‘nvolvec. such as the staff and board of the KUD. members

¢t the ksiompok tani and extension staff of Dinas Pertanian.

The most important thing to understand about credit is
that it is not one way, from the lender to the borrower.

Credit must revolve. The amount lent must come back plus
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4.3.

1

sufficient interest to pay costs, provide for bad debts
and keep pace with inflation. If it does not then the
lending capital will become smaller and smaller and

lending will stop.

The Evolution of Credit

Bank Rakyat Indonesia (BRI) has been the only bank that

has been involved in volume lending to small farmers. Most
other banks have not beer involved in this type of credit
with the exception of BUKOPIN who has, since 1985, been
developing a lending program for small farmers. This is
explained in another part of this report. Even BRI has now
become very selective in lending to small farmers. Rural
lending through KUPEDES credit program via BRI Unit Desa

does not favour small farmers.

The Attitudes of the Banks: Banks prefer not to lend to

small rural borrowers. When they do they favour non-farm

enterprises. There are commercial reasons why banks prefer

to lend to large enterprises. Some of the reasons for this
are summarised as follows:

(a) Administraticn costs for a large loan are cheaper than
the cost of administering a large number of small
loans. For example one large loan of Rp.100,000,000
costs less to administer, compared to 2,000 small loans

of Rp.50,000.
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(b) Large borrowers can comply with the banks'

requirements for financial statements and collateral.

(c) In many cases small borrowers cannot provide collateral.
Even when they are able to, the bank is normally, in
the case of a default, not able to sell a property for

social reasons.

(d) The staff are under pressure to minimise costs and
arrears and optimise the use of capital by profitable
lending. This may be done much more easily by lending

to large borrowers.

(e) Large borrowers are also influential persons in the
community and are able to negotiate directly with the
banks. They have greater access to information on the

various sources of cradit.

(f) The rural pcor are regarded as unreliable borrowers.
There is little contact between the tanks and thesa
people. The large borrowers are 1n rezular contact with
the banks. These are the tvype of peopie that the

commercial bankers are trained to do business with.
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4.3.2 The Attitudes of the Farmers : Discussions with farmers

revealed that many were reluctant to directly approach a

bank. Some of the reasons given for this are:

(a) Information regarding various credit schemes are not
widely circulated amongst small farmers. There are

misunderstandings about the requirements of the banks.

(b) The distance from the banks and restricted hours
deter farmers from even making enquiries. Transaction

costs are perceived to be high.

(c) There is a clear cultural gap between the small farmer
and bank staff. Only BRI Unit Desa and the BKK type
credit units at kecamatan level bridge this gap but

even so their lending to small farmers is small.

(d) Farmers remember the difficult times of the BIMAS mass
lending and associate borrowing from a bank as
being full of problems. This opinion was not generally
shared by those receiving Kredit Usaha Tani (KUT). The
planning and administrative procedures for KUT are
complex but the individual farmer does not have
difficult procedures to follow. This is attended to at

Kecamatan level.

55



(e)

(f)

Non formal sources of credit such as money lenders and
traders have very simple procedures. There are no forms
or collateral requirements. The decision is guick and
the transaction is made in the village. The farmer

prefers this simple approach to bank procedures.

Farmers 1interviewed in different provinces indicated
that there was a cut off point for this preference. In
Lampung Province, where trader finance at 7-10% per
month was found, some small farmers' preferred this
type of credit to KUT available at 1% per month

because procedures were simple.

In other provirces interest from traders varied from
10% to more than 25% per month. Here the farmers saw
the traders only as an emergency source of credit. They
might borrow to buy seed but not for fertiliser. Most
of those receiving KUT had no complaints about
administrative procedures as compared to the simple buxz

very expensive trader credit.

Most farmers interviewed said that they worriea about
not being able to repay a loan to a bank. However they
still gave higher priority to repaying an informal

source of credit such as a trader. They still believe

loans from banks are being provided by the government

56



4.

(g)

and therefore they are allocated lower priority.

Some farmers said that bank procedures were difficult.
It is not necessary for bank administrative procedures
to be a reason for a small farmer to be reluctant to
approach a bank. If a bank wished to lend to a small
farmer then bank staff could attend to most of the
documentation and give guidance and on the spot
assistance. On the other hand those same procedures
could be used to discourage a potential borrower.

Bank staff could say “"Yes we do lend for agriculture
but you must satisfy these requirements”. A small
farmer does not have the experience that enables him to
present a case for credit without assistance. Many will
not be able to make reqular repayments (for example
two-weekly or monthly repayments). This alone excludes
most farmers unless he also has other commercial

activity such as trade.

The Current Sjtuaticn: The official lendaing pclicy of

small credit programs such as KUPEDES or BKK type credit
units will usually snow that agricuiture 1s first on the
list of sectors that are eligible for finance. Where
statistics are available for small credit units 1in SFCDP
areas it may be seen that lending for agriculture 1is less

than 10% of total lending.
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1

Kredit Usaha Tani: The survey revealed many farmers who
were receiving credit regularly each season through the
Kredit Usaha Tan1 program (KUT). There are many others who
do not have access to this credit for various reasons.
Details of the KUT program are to be found elsewhere in
this report. The actual implementation of the KUT credit
program links it with government programs for meeting
production targets for rice, and to a much lesser

extent, certain secondary food cropbs. The program is fairly
selective and is directed towards those who are effectively
organised into kelompoks that are in turn grouped as members

of an effective KUD.

The nature of KUT excludes farmers who are not
participating in the government cropping program. In its
present form KUT is not available to those who wish to

follow their own cropping program.

Attempts to Open up_the Supply of Credit to Farmers’.

BIMAS Mass Credit The bigaest attempt to provide widespreaa
credit to farmers was the BIMAS mass credit program now
defunct. This cradit was part of a GOI proaram aimed at
improving agriculturai proguction and practices. The
Government added Kredit Mini (1373) and Kredit Midi (1980)
to provide credit for small borrowers outside the BIMAS

program. The government used Bank Rakyat Indonesia (BRI)

58



as a channel for this targeted and subsidised credit with

set interest rates.

The BRI Unit Desa were set up at kecamatan level to

facilitate the credit delivery for this BIMAS program. In

1984 GOI announced the collapse of this BIMAS program due

to heavy defaults. The program ended with effect from

April 1985. The problems were complex. From the banking

side some of the problems could be summarised as follows:

(a)

(b)

(c)

(d)

(e)

BRI had little part in the choice of borrowers. Most
credit decisions were made by government officials, not
by Bank Staff.

Bulk delivery of credit resulted in poor sé]ection of
borrowers.

Many individuals found that they were given credit
thouch if they had had free choice, they might not

have wanted it.

Thers was little incentive for BRI to cnase arrears.
The cost of recovery wzs high, most of the funds came
from Bank Indonesia 1:zuidity credit and was covered by
credit insurance.

It was well known that the source of the loan funds

was the government. There was no mobilisation of

savings from the people. Repayments were not given high

priority.
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(f) Income from interest and subsidies was not sufficient

tTo cover lending costs.

Other Attempts: In the past it has been government policy
to channel o0il income through Bank Indonesia and handling
banks to the rural sector in the form of liquiditv credit.
Liaquidity creait is usually part of a lending program. B.I.
provides. for example. 70-100% of the funds for on-lending
at 3% per annum interest. Exadmples of credit using BI

Tiauidity are detailed in Appenaix: 5. Not all these funds

are directed to agriculture.

Some 70-95% oTf the risk of aefault by farmers is usualily
covered by 1insurance with state owned companies: ASKRINDO
or Perum PKK. In this wav tne risk to the handling banks
(HB) funds was minimised. The bank most heavilvy 1nvolvea
in thi1s tvype of credit 1is BRl. Credit proarams incluae
KIK\KMKP, Kredit Usaha Tani (KUT), Kreait koperasi. Kreait

Investasi (KI) etc.

Past Problems:

Non-d2ank organisations, such as government departments or
tecnnical services and KUD were given wide responsibilities
in tne selection of borrowers. This low interest money and
loan insurance was designed to remove barriers within the

banks. Government officials gave more attention to
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getting projects started rather than finding truly credit
worthy opportunities and borrowers. There was often a
strong experimental influence. Their responsibilities did

not include serious attempts to obtain repayments.

BRI and other credit units were lending to persons that
they did not know and with less caution than they would
normally exercise. The number of persons receiving loans
greatly increased. The expense of administering the loans
was high compared to the interest earnings. Defaults were
high. The delivery of credit to small farmers’ slowed
down.

Now credit programs are much more selective in the choice
of borrowers. The supply of BI liquidity credit is likely

to be reduced.

BRI Unit Desa KUPEDES credit program is operating
profitably even though cost of funds is approximately 15%
and loan interest is 18% per annum. The margin is very
small now that the BRI unit Desa are no longer suosidised
with low interest liguidity credit from Bank Indonesia.
BRI Unit Desa alsc mobilise savings. The high cost ot
funds and their 100% responsibility for defaults has

resulted in a high standard of management.
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In KUT and Kredit Koperasi low interest. low risk liquidityv
funds are still available but more care is now exerciseaq

in distribution of this credit.

The result of this tightening in the distribution of funds

is that many farmers are denied credit.

4.7.0 Credit Availabijlity:

4.7.1 Informal Development with Informal Credit.

Many farmers are adopting new technology and have a neea

for credit. In its most simple form this means the appiication
of fertilizer and sprays with credit being provided by the
local kiosk owner. Often this use of technology is not done

as part of a formal program. Rather it is the farmers
adaptation of previous programs and information gathered

from various sources, including other farmers. What we sa=

here are certain related facts.

(a) The farmer is satisfied that he has adopted a technoics
that is superior to the old ways and that this tecnnc ' z3ay
will produce extra income well in excess of tne cost =<
the extra inputs and provide profits of sufficient sizs

to justify the risks of borrowing.

(b) The kiosk owner is satisfied that if he lends he wil]

be repaid. This may be because he understands the
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technology that the farmer is using and that it will
generate sufficient income. More probably. the trader
may lend because his positior in the community enables
him to monitor the credit worthiness of an individual.
This decision is not based on a technical assesment but
Oon an opinion that the farmer is prudent enough to do
only what will produce adequate profits and, most
importantly, will by some means or other repay the
trader in order to prevent the future supply of credit

being cut off.

Formal Development with Formal Credit

The informal system demonstrates the need for a credit
organisation that is in close contact with the farmers.
This concept develops the basic requirement of a
successful credit delivery system, mutual trust. The
credit organisation must build up the type of local

knowledge that the trader has developed.

Credit shouia be ocen to the farmer who has maas hi1s own
decisions regarding the use of credit and not only to
those who ars participating in a forma' develobpment

program.
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Chapter 5

Social Factors and Their Effect on Small Credit

The problem facing both technical staff in government and
staff engaged in credit delivery is how to provide a
quality service to a very large number of people, at the
same time remembering that the borrowers are individuals
who may not wish to conform to a pattern that is convenient

to those who wish to organise them.

5.1.0 A Portrait of The Small Farmer:

Most small farmers are poor people. They are under constant
Pressure in providing the needs of their families. Often
they do not work towards a profit in the normal business
way. Instead they strive to meet their family and community
responsibilities and do not expect to have any surplus.
Their income is often unstable. l'nexpected expenditurs

such as medical expenses and family emergencies. have to be
satisfied. Always in farming there is the possibility of a

bad harvest.

Often credit that is provided to help small farmers may cause
further difficulties by (a) reducing the need to assemple
working capital from non-credit éources. reducing attention

to careful budgetting at the start of the planting season

and (b) creating a liability to repay a loan from limited
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farm income. These are extra demands on management
capability. A poor harvest, if coupled with a credit

liability, brings greater problems.

There is increasing evidence that credit is not as necessary
as originally thought. During this survey the need for credit
facilities was not pressed strongly by the farmers
interviewed. Those who were using credit did so because it
had been offered to them in the form of KUT or the SFCDP
revolving fund. The actual number of small farmers who

would actively seek credit facilities is probably much

smaller than might generally be thought

The farmer may be a person who can work together with
others as a member of a group or a cooperative. On the
other hand he may prefer to work alone. Assistance
directed at the group provides help more easily for a
larger number of people but will fail if those in the .

group are not compatible.

There are those who have a strong feeling of responsibility
towards borrowing and are fearful that they mavy not be

able to repay their loan. Some actually state this as a
reason for not using credit. There are those also who may
have the opposite feelings. Some borrowers may avoid repaying

a loan even though they may have the money to do so. This
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problem can only be dealt with effectively by increasing
understanding of credit amongst farmers by communication
and education. The participation of farmers as responsible

members of farmers' groups is the best way to do this.

The Small Farmer and Credit:

Even up to the mid 1970’s there was a general assumption in
developing countries that the provision of credit would,

in itself, produce development. It was then recognised

that greater attention to planning and to technical aspects

was also necessary.

This was taken a step further with further program
development. For example, the old BIMAS planting program
aimed particularly at rapidly increased rice production. It
was assumed that the farmer could not participate in the
program unless he received credit. Tola lesser extent this
is seen in the Kredit Usaha Tani program. It was convanient
to provide credit because it enabled fertilissr and otner
inputs to be distrituted more smoothly. It also providea

incentives to incduce small farmers to participate.

A study by a project team from Stanford University was
concluded in October 1988 with their final report entitled:

Rural Income and Employment Effects of Rice Policy in

Indonesia.
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The +indings of this study were discussed with a member of
the Project Team. The study revealed many off-farm
employment activities, particulariy on Java. The
opportunities to supplement farm income were less in South
Sulawesi. A need for credit was not apparent in the
interviews that took place. The study included only cne of
the provinces involved in SFCDP. It did, however demonstrate
that many farmers actively seek sources other than formal
credit to finance their plantings. This was confirmed by the

current study.

At a certain level in the social scale farmers will have
problems in managing credit. This does not mean that the
farmer cannot manage it. Technical and credit staff could
help the farmers’ to manage better if they could gain a
greater understanding of the social factors that influence

farmers' agecisions.

In this study our subject is the small farmer but what is

written here could also apoly to all small entrepreneurs.
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5.3.0

5.3.1

Classification Small Farmers : may be grouped according to

the triangle below.

Commercially profitable

Has Potential

/// \5& Needs Special Help
“///ﬁ \\\ Below Subsistance

These categories are not c]ea? cut. One merges into the

next. Different farmers with the same basic resources will
have different capabilities in using those resources. They
will respond differently to the difficulties and

opportunities outlined below.

Commercially Profitable:

There will always be some farmers who have sufficient land,
capital reserves, access to technical information. knowledge
about credit availability and ability to negotiate directly
with a bank for seasonal credit. This study is not direczesg
towards farmers 1in this category. These farmers may be aple
to include some neighbouring smali farmers as part of their
overall development plan. Such an arrangement could provide

the input needs of these small farmers.
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5.3.2

Has Potential:

Farmers 1in this category are mostly poor but with careful
management they can support their families. Family members
who are able are expected to contribute in some way to the

family income.

They do not have much contact with people outside their own
social group. For most a bank is something that they know
about but they believe it is not for people in their social
bracket. The bulk of the farmers involved in the BIMAS/KUT
program may come from this category. Some farmers who are
also engaged in small trading or other non farming
activities may have easier access to credit. They may
borrow from BRI Unit Desa or other small credit unit that
may be available, for example a Badan Kredit Kecamatan.
Because of their non-farm income they are able to make the
periodical repayments, for example weekly, two weekly,

monthly etc.

Many may farm without the use of formal credit. They may
raise cacital from their cwn resources to plant their
season’s crop. This may ccme from previous crops, earnings
from various non farm activities and perhaps credit from a

trader.
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Due to l1imited knowledge and resources, the inputs that
the farmer applies may be below the most suitable quantities
for the best production. However he may be content that he

hasn’t over committed himself by borrowing too much.

There is a need for a readily available source of credit
for these farmers. This 'source of credit should be an
alternative to the KUT program. There are farmers who are
not participants in KUT. They have developed their own
farm plan and need to be able to obtain suitable credit
without the necessity of being part of a large government

program.

Need Special Help:

These are farmers who are not able to provide all the needs
of their family. Total estimated farm costs and living
expenses would probably be greater than expected.income.
Credit staff would then decide that the applicant was
uncreditworthy. Western methods of calculating farm budgets
may produce misleading results if they do not take into
account the farmers' normally enforced careful money

management.

Without credit the family would exist by living with
shortages, denying family members what would normally be

considered essentials and by irtensifying family
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involvement in off farm income activities. They may even
be able, by careful management, to buy essential farm

inputs.

If the farmer received credit and was able to increase his
income, this increased income may still not be enough to
meet all his family needs. At harvest time he is faced
with the decision: should he pay back his loan or use the
money for his family. The situation is even more difficult
if.there is an unexpected family emergency. But if he does
not pay back his 1oan.then he will not be able to borrow
for the next season and his income will be reduced. What
may happen is that, for example, 75% of borrowers may
manage their needs carefully and repay their loans and 25%
may not. Although many may have repaid their loans the

whole group could be considered un-creditworthy.

There is a need for help to be directed towards farmers'’
groups to show them how they may become a more cohesive
group. Assistance is required to develop their ability to
work for their mutual good, to regulate their own affairs
including the handling of credit, to be responsible as a
group for the development of each member and to demonstrate
that they, as a group and as individuals, are a good

credit risk.
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There must be a good understanding of responsibilities
involved in credit implementation by all those concerned
including the KUD, the members of the KT, staff of Dinas
Pertanian and Dinas Kooperasi. The essential understanding
that must be developed is that credit must be handled
correctly and it must be repaid. The credit must continue
to revolve and grow. It can do this only if it is repaid
promptly. This situation can not be achieved by force but

by a carefully devised program of communication.

At each level of credit distribution there must be persons
appointed who is given clear responsibility in supervising
v.edit within his group and with close links with those
next in the line of distribution. For example in Kredit

Usaha Tani the distribution chain is as follows:

BRI Cabang ---> KUD ---> Kelompok Tani ---> Anagota KT

There must be active supervisors in all 4 levels ana the
members of the kTt must participate 1n group regulaticn.
BRI should increase their field supervision to gnsure tnhat
all other levels of supgervision ars active. BRI are
receiving adequate interest from KUT to pay for this.
Interest rates for KUT should be increased to enable the
KUD to provide a full-time credit supervisor. A condition

of lending through the KT should be that they nominate one
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of their own members as credit supervisor within the KT.

This position would normally be voluntary.

Repayment schedules must be designed for the croo. For
example, don't give a 7 month repayment period if the

growing period is only 3 months.

Mobilisation of savings produces a greater degrae of
responsibility towards credit management. It is not
correct to say that small farmers are too poor to save.
Even a small amount such as Rp.500 per week is sufficient
enable a group to build up some capital. If savings are
known to be part of the lending capital, then inaividual

and group responsibility is increased.

Below Subsistence:

There are farmers who are completely un-creditscrthy
because of various reasons, perhaps un—-economicz. land
holdings, poor soils etc. Other ways are requirsz to help
these farmers to increase their earning power. 321f help
programs with some small capital inputs and savings
mobilisation may help the farmer to gradually smcrove his

situation.
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Chapter_ 6
Kredit Usaha Tani_ (KUT)

Kredit Usaha Tani (KUT), Farm Business Credit., is credit
that 1is provided to enable farmers to participate in
specific government agricultural programs to increase farm
productivity. KUT 1is currently not available to farmers
outside government programs. Farmers can. however,
participate in a program using their own capital 1nstead

of KUT if they so wish.

KUT is channeled through the branches of Bank Rakyat
Indonesia (BRI) to qualifying village cooperatives (KUD)
and thence to farmers’ groups (KT) and through the KT to
individual members of the group. It is not necessary for
these farmers to be members of a KUD but they are
encouraged to join. If there is no KUD 1n the area 1t has
been possible for farmers., as members of a kT. to borrow
direct from BRI. Thev are onlvy aliowed to a0 this twice.
then they must join a qualifvina cooperative. Direct
borrowing by a KT from BRI was not found 1n the provinces
visited. Direct borrowing is being phased out. It will not
be permitted from 1991. A breakaown of KUT lendina tor the

planting season 1988/1989 mavy be found in Appendix: 8.
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6.2.

Village Cooperatives;

(Kopersasi Unit Desa or KUD). The selection of a KUD to
handle KUT is based on the performance of the KUD as an
organisation and proven buéiness ability. The KUD must be
within the classification “A" or "B" under the official
guidelines for classification of cooperatives. These
guidelines are contained in Appendix: 9. Refer also to
Appendix: 10 for a breakdown in the classification of KUD

in the provinces concerned.

Class A are those Cooperatives that are self supporting
and have gained a good level of management in accordance
with the criteria that has been 1laid down. Class B fall
below the standard of the. Class A but are assessed as

being within acceptable 1imits of the Class A criteria.

KUD are usually more effective if thevy can serve several
villages within any one administrative area. Examples were

found of only one or two KUD 1n a Kecamatan.

Farmers’ Groups:

Success of a KT depends on the ability of members to
cooperate and work together for mutual benefit and to
encourage and even regulate members who do not attain
certain levels of achievement. Successftul credit can onlyv

follow succesful farming and must be 1linked then with a
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positive attitude towards the individual and collective
responsibilities of credit. A KT that is working well
together will encourage its members to use credit to the
best advantage. It will ensure that repayments are made
promptly and will recognise the benefits of a continuing
source of credit. Therefore it will give particular
attention to any member that is in arrears to help and
encourage him to overcome his problems. A well founded KT
should be willing to pay out arrears from the group funds,

confident that it will recover this from the member.

The happy situation described above actually happens and
was found many times during the survey. But the reverse
was also found. Of the five provinces visited the KT
seemed to work better in East Java and presumably in the
rest of Java also. It was suggested that the cultural
background, population pressures and the close proximity
of the farmers on Java have, of necessity, given strong

impetus to the KT system and dates back many years.

It was also suggested that KT in other provinces are often
formed at short notice to snable farmers to participate 1n
schemes such as KUT. The KT may thus be non-homogeneous

and does not have time to go through a period of adjustment
in membership. It may not have sufficient time to gain

experience in mutual help activities that would help to
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bind the members together

Women play a very important partf, in the farming community
and can exert strong influence. In credit.distribution it
has been seen that women recipients of credit'have very
responsible attitudes towards credit. Their skill 16
budgeting the family’s daily expenditure helps them to
also to effectively manage credit. Promotion of farmers

groups should also be directed towards women.

A system has been devised to classity KT 1nto one of four
groups according to ability. The classification of the KT
must be recorded on the reaquest for Kredit Usaha Tani. A
lTist has been drawn up with 10 points on which the ability

\of the KT may be assessed. See Appendix 11.

During the survey in West Sumatera discussions were held

at the offices of KUD Sidoreio 1n the Transmiqration area
of Silingi I. This KUD was aistributing kUT to 24 KT with
an averaqae membersnip or 30 mempers each. Tne mempersnio
of KUD was 837 at the end of 1988. All members originatea
Trom the wWcnoelrl area ot Central Java. D1SCUSS10NS were
with the Chairman and Manager of the KUD. The KUT program

was operating well with minimal arrears.
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The question was put: do farmers from Java respond better
to KT membershiu than those from other provinces ?. Their
answer was an emphatic no. They expressed the opinion that
there was no difference. KT were onlv strong when people
saw and experienced the benefits. They said that a strong

KUD was an important factor.

A good KUD must be developed from the bottom up therefore
effective and properly trained members for executive
functions are vital. There is also top down development of
the KUD from government assistance. The KUD itself

therefore should be able to contribute to it's own
development and to the development of the KT. The difficulty
is in drawing a line between imposing a KUD on the people
and the people deciding themselves that membership of KT and
KUD are to their own advantage. To leave this completely

to the people can only result in slow progress. The
technique to be used in developing the KT needs to be

carefully developed.

The Requirements and Procedures of Kredit Usaha Tani:

These are contained in aetail in a 1388 publication by the
Sekretariat Badan Pengendali BIMAS. The publication is
entitled:

"Pemanfaatan Fasilitas KREDIT USAHA TANI Untuk Menunijang

Program Intensifikasi Padi dan Palawiija"
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.3.1

" Utilsation of Farm Business Credit Facilities to Promote

Rice and Secondary Food Crop Intensification Programs"”

The readers of this report are referred to this publication.
In the following paragraphs only the main points will be

considered.

General Policy and Conditions:

(a) KUT is made avaiiable to enable farmers to benefit
from optimal technology and increase production and
income. To stimulate the farmers 1in active participation

in and the development of the KUuD.

(b) KUT, handled by Bank Rakyat Indonesia provides working
capital loans that are channeled through the KUD and

Farmers’ Groups to the farmers.

(c) KUT cannot be used for personali consumption. purchase
of capital investment items or for working capital
Within the KUD. I did see 1nstances where this aid.
however, hapnen. If farmers pay back to the KUD within
4-7 months of commencement of the loan, then thé KUD
is only obliged to repay the loan within 12 months
from commencement. It was noted that most KUD make
repaymerts to BRI shortly after receipt from the KT. A

-few retain the repayments and use them for working capital.
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(d) Normally KUT is distributed in kind, e.g. as fertiliser,

seed, insecticide etc.

(e) The amount of individual credit is decided on the area
that each farmer will be planting in accordance with
the government planting program. A pre-determined
améunt per hectare is used to calculate the amount of
the farmer’s loan. Often the farmers’ land is less than

oi'® hectare.

(f) The interest rate pa:: 9y the farmer is 1% per month
or 12% per year. This includes 4% that goes to the KUD
as a management fee. 1% goes to the KUD on release of
Toan funds, the remaining 3% is received by the KUD

only when th2s loan is fully repaid.by the KUD to BRI.

(@) The loan period from 2RI to the KUD is 12 months. The
farmer is given a maximum loan period of 7 months (adequate

for any normal planting season).

(h) To continue to receive credit the KT and the KUD must
have repaid all loans due for repayment up to 12
months previously and at least 60% of loans due for repayment
subsequently. These conditions are not always enforced.
Various examples were found of arrears remaining over

several years and the KUD continuing to receive credit.
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(i) Apart from the requirement that a KUD must be in
classification “"A" or "B" there are various other
requirements that are not detailed here. The reader is

referred to the BIMAS publication.

6.3.2 Administrative Requirements: These are quite complex.

Prior to the actual delivery of credit a long period of
planning, assembly of data, placement of inputs and
implementation is required. The whole program is developed
at all levels of administration as part of a national
program. The farmer himself is protected from most of this
but is expected to be involved to the extent that he

understands what he is committed to do.

The members of the KT receive a lot of help from the PPL.
petugas penyuluan lapangan (field extension officar of the
Department of Agriculture) and the staff of the KUD. The

basic forms that must be submitted by the KT are:

(a) Formulir Pendaftaran Petani Perorangan. This Torm has

to be filled out for each member of the KT. It is a
one page form that details personal information,
details of house ana land. Also requirements of

fertiliser etc etc and their total value.
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(b) RDK (Rencana Definitif Kelompoktani). This contains

details of the KT, location, number of members, areas
and types of land, livestock, machinery, current assets
and classification of the KT. Details of land areas

and productivity etc.

(c) (RDKK) Rencana Definitif Kebutuhan Kelompoktani.

This ,is a 1ist of participating members of the KT with
membership status in the KUD, address, land details,
details of fertiliser, seed, pesticides etc, total

credit and signature.

(d) Additional Documents. The member is expected to sign 3

additional short documents when he receives his credit

in kind.

During the survey, the ketua and members of groups
receiving KUT were asked if they had any problems with the
documentation. None hac. Familiarity with administrative
reaquirements had developed over several seasons and thev
received plenty of help and guidance from staff of the
Department of Agriculture and the KUD. The only complaints
about the administrative requirements were from those who
had never received KUT. Sone of these had never actually

applied for a loan but had heard that it was very difficult.
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6.4.0 Types of lLoans:

Loans for rice growing make up the bulk of KUT lending.
Loahs for secondary food crops (palawija) represent a
small percentage of all lending. In the planting season

(MT) 1988/89 KUT lending for the whole of Indonesia was:

Rice growing Rp.94.3 billion
Secondary Food crops Rp.3.7 billion

(3.9%)

Rice is the major crop and a difference in credit demand
can be expected. Thgre is room for expansion in palawija
production and credit is available from KUT. Credit for
rice and secondary food crops continue to be available
each planting season. Other lending programs, usually of
short duration, have been introduced, for example: farm
equipment, pest control programs etc. This type of lending

represents only a very small part of KUT.

6.5.0 Arrears jn KUT:

It is inevitabls that arrears will occur in this tvpe of
bulk 1enaing. The lending regulations enable credit to be
stopred for any KT that is in arrears and for any KUD that
has a history of arrears. The system does not, however,
favour early detection of arrears. Although the actual

planting and growing season is normally about 3 months for
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palawija and 4 months for rice, the loan period is 7
months for the farmer and 12 months for the KUD. It is
possible to use monthly reports to monitor repayments but
no action is taken until the end of the 12 month period.
The farmer, in some provinces, is granted the full 7
months loan period. This leaves the income from the
harvest in the hands of the farmer for too long. For the
season commencing in October/November 1988 the 7 month
extends over the Lebaran period of peak expenditure.
Invariably seasonal conditions and bad harvests are quoted
as the primary reason for arrears. Instances of harvest
failure, due to adverse seasonal conditions, as an excuse
for arrears, was nbt supported by fact during the survey.
In such instances there had been no such problems with
surrounding farmers. What was found were managerial

problems within the KT and often within the KUD.

Conclusions: Kredit Usaha Tani is the most suitable

source of credit for further expansion of palawija

plantings.
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7.2.0

apter

Profile of BUKOPIN (Bank Umum Koperasi Indonesia)

Since 1985 BUKOPIN, the Co-operative Bank of Indonesia have

been developing a program to provide credit at village level

through cooperatives.

Background:
BUKOPIN was incorporated in Jakarta in July 1970 and

commenced banking operations on March 17 1971. In July
1984 BUKOPIN signed an agreement for Technical Assistaﬁce
with Bank Duta. Under this agreement Bank Duta provides
management and technical assistance to BUKOPIN over a four

year period.

At the Bank’'s Annual General Meeting in July 1985, a re-
organisation was approved. These initiatives brought
about a new image for BUKOPIN and a Fapid expansion. This
expansion is to extend eventually to all provinces.
Immediate implementation of a credit scheme for smal)

borrowers through the KUD was announced.

Qrganisation:

BUKOPIN has 69 member co-operatives which include the 6
PUSKUD in the 6 project provinces. In addition to head

office BUKOPIN has 16 branches and two sub-branches. 5 of
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7.3.0

these 19 offices are in Jakarta and 14 in the provinces. §
of the 6 provinces involved in SFCDP have branches of
BUKOPIN. These are NTT, South Sulawesi, East Java (2
branches), Lampung and West Sumatera. BUKOPIN does not
have offices at kabupaten or kecamatan level with the
exception of Sidoarjo Branch in East Java. 5 of these
branches came about by mergers with co-operative banks at

provincial level.

Lending to Co-operatives:

In April 1985 there was set up PPKKP, Pusat Pelavanan
Kredit Koperasi Pedesaan (Rural Co-operative Credit
Service Centre). This was done in conjunction with the
Department of Co-operatives and technical assistance from
the Netherlands Rabobank Foundation. Financial assistance
was also provided for the initial lending program.

(Appendix 13)

The basic objective of the program is to develop a
cooperative rural credit and savings system throuan KUD to

individuals crganised into kelompok.,

The project commenced operations 1n West Java and DI
Yogyakarta using Project funds. It then expanded, using
MUKOPIN funds and working capital, to the areas of Solo

(Central Java), Ujung-Pandang (South Sulawesi), Sidoarjo
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7.4.0

and Malang (East Java) and Bandar Lampung (Lampung).

This program will eventually reach throughout Indonesia.
In NTB there was an awareness of the credit program
amongst Cooperative staff in Mataram. Credit is available
to all sectors. Although in its early stages this credit
program presents good opportunities for farmers 1in the

palawija program.

Lending Policy:

To provide loans to low income groups (kelompok) to
undertake any income-generating activities that the
members may wish to undertake. The choice of the activity

is left to the members of the group.

There is no upper 1imit to the size of a loan to the

individual but it normally does not exceed Rp.100,000.

Lending guidelines are:

(a) Collateral is required.

(b) Indivicuals must form themselves into a group before
applying for a loan.

(c) Loan term for the individua)l member of a group 1is a

maximum of six months.

(d) Regular repayments and contributions towards compul sory

savings is strictly enforced.

(e) Women are recognised as borrowers in their own righ
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7.5.0

Lending Procedures:

BUKOPIN lending procedures are of great interest because
they are designed to overcome the problems that have
caused failure in other credit programs. These procedures
will be detailed because of their value for possible
application to other credit programs such as Kredit Usaha

Tani,

(a) The selected KUD must agree to and conform to the
conditions laid down by BUKOPIN/PPKKP.

(b) The KUD must establish a credit unit within the KUD.

(c) The KUD must appoint a credit assistant who will carry
out the credit activities of BUKOPIN/PPKKP.

(d) The group holds a meeting at which a BUKOPIN/PPKKP
staff meas«r explains the purpose, rules and procedures
of the savings and credit system.

(e) The members of the group decide whether to accent the

by-laws and regulations and to participate.

(f) A contract is signed between the three parties. the groun.

KUD and BUKCPIN/PPKKP,

(g) BUKOPIN/PPKKP introduces training courses for a!l
participants.

(h) Each member of the group must participate in compulsory
savings, Simpanan Wajib. This must be a minimum of

Rp.500 -~ 1,000 per month for as long as he remains &
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member of the group. He must have saved for at Jleast
three momths before he can apply for a loan.

(1) Members mist attend weekly meetings at which they
deposit savings and may apply for a loan. The board of
the kelompok decide whether or not to support the
applicatien.

(J) Each loam contract has to be signed by the credit
assistant on behalf of the KUD, by the member and

acknowledgzed by the board of the Kelompok.

7.6.0 Supervision:
Weekly meetimgs are held within the group. BUKOPIN/PPKKP

are in regular contact and meet with the boards of the KUD
and kelompok e&very three months. Members of the kelompok
may attend the meeting every 6 months. A training program
is provided a= the different levels including BUKOPIN/PPKKP
staf¥, credit assistants and board members of both KUD and

kelompok.,

The key facter in supervision is that it is based primarily
on internal cantrol by the boari and members of the
kelompok. BUKIOPIN build in a linkage of trained staff, ana

credit assistants in the KUD and the group.
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7.7.0 Example of Lending through a KUD:

(a) From BUKOPIN to KUD

Rp.30 million per KUD (the amount is dependent on the

number of kelompok and members.

Interest: 18%. per annum or 1.5% per month.

Note that where project funds are being used interest
" is 12% per annum. This does not apply to new areas now

that BUKOPIN funds are being used.

Loan Period: 5 years (To KUD)

Grace Period: 1 year.

(b) From KUD to Farmers’ Group.

Average number of farmers’ groups: 10
loan per group: Rp.3.0 million.
loan per member: Rp.100,000
Interest paid by a member of the group: 4% per month.
this 4% interest is then divided as follows:
1.5% per month is paid through the kUD to BUKOPIN.
0.5% .. .. .. a management fee for the KUD.
2.0% .. - .. is retained by the kelompok.
This 2% 1s used by the group for cperating expenses
and bac debts. The balance is then allocated as Simpanan

Khusus to each members account.
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7.8.0

(c) Repayments by the Group:

(d)

Year 1 0% Rp. O
2 20% 600,000
3 25% 750,000
o 4 25% 750,000
.. 5 30% 900,000

Rp.3,000,000

Plus interest.

Repayments by the member: The loan to the group (5

year term) is used as a revolving fund within the
kelompok. Thus the member borrows only for a short
period, 3-6 months. Repayments can be arranged to suit

farmers'.

(e) Mobilisation of savings: An essential part of the
pProgram is to build up the capital of the aroup so
that as repayments are made to BUKOPIN these are
replaced by savings and the revolving fund is not
reducesd in sijze.

Comments:

The history of small lending in Indonesia and throughout
the developing world has revealed definite criteria that
are essential to the success of a credit system. The

BUKOPIN attempts to provide these essentials.
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(a) A11 participants including the borrowers are trained
in relevant aspects of the credit program. Training is
a continuing process, started well before an individual

may apply for a loan.

(b) Emphasis is placed on prompt repayments and payme:nt of
simpanan wajib (voluntary savings). This emphasises an

essential part of the credit cycle.

(c) The source of the funds is emphasised. They are
depositors’ funds and not from a government source with
low priority repayments. This is further emphasised as
the savings within the group increases and starts to
replace loun funds. It has been often demonstrated that
a lending program incorporating savings is more likely

to succeed.

(d) It is important to have a continuous 1ink between the
borrower and the lender well before a loan is granted
and regularly during the term of the lcan, at least
unti1l the last repayment is received. This 1s one of
the reasons why lenders prefer to iend to those whc can
repay at short intervals. weekly or menthly. This

favours traders but not farmers.
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(e)

In the past it was common for an institutional lender
to have only limited contact with the borrower prior to
granting a loan and then only attempting to make
contact several months later when the account went into
arrears. BUKOPIN provides continuity starting at least
3 months before a loan is granted. The contact is
positive and helpful. Often the first regular contact
between a bank and a small borrower is when the account

goes into arrears.

The 3 month pericd enables evaluation of the applicant.
Weekly meetings and saving deposits maintain continuity.
There is also the regular activity of the credit
assistants and the board members in both the group and

the KUD.

The BUKOPIN program, like the Kredit Usaha Tani program
through BRI overcome the difficulties facing banks in
providing and administering a very large number of
small lcans. The bank lends to a lesser number of
borrowers., tre KUD

At the end of 1988 BUKOPIN were lending to 35 KUD but

were reaching 17,365 borrowers.

BUKOPIN---~> 5 Branches---> 35 KUD---> 333 Kelompok--—-

~-=-> 17,365 members.
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With an average of only 7 KUD loans to each participating
BUKOPIN branch there is considerable capacity for
expaﬁsion. It would be very difficult for the 5

BUKOPIN branches to lend directly to the 17,365 persons

and capacity would be quickly reached.

(f) One aspect is not clear. A basic rule of small rural
lending is that the lender should have an office close
to its borrowers. BUKOPIN branches are prepared to lend
throughout their provincial area and even into neighbouring
Provinces. In this early stage of the program BUKOPIN/PPKKP
field staff will be able to supervise a limited number

of KUD but problems may occur as the program expands.

Conclusions:

The writer has had several discussions with senior staff
of BUKOPIN head office and with staff of 5 branches. The
bank is very progressive and professional in development
of a credit system for small borrowers. It can be expected

to deal effectively with any problems that may arise.

The kelompok receiving loans from the BUKOPIN/PPKKP crzzit
program are from all sectors including agriculture., The
use of BUKOPIN credit in SFCDP type farms outside the

project may be negotiated directly with BUKOPIN.
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This type of credit is a good substitute for the revolving
fund provided to existing dem-farms. The BUKOPIN program
does provide a revolving fund to farmers’ groups (KT), first
as a loan to promote establishment of then progressing to

using the KT’'’s own savings.
Department of Agriculture/DGFC staff should open up a

dialogue with BUKOPIN for the joint development of finance

for small farmers’' groups outside'the dem-farm program.
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Chapter 8

Badan Kredit Kecamatan, Sub-District Credit Units

BPD manage a system oT small credit units at Sub-District
level that serve the villages. BPD lendina to small tarmers
is very limited. A description of these regional development

banks will be given.

Known as BPD (Bank Pembangunan Daeran), the prime difference
that distinguishes a BPD from other banks in Indonesia is
that each BPD is a separate provinci&l institution without
affiliation to any other BPD. It 1s thus not part of an
extensive, nation-wide, branch system such as Bank Rakvat
Indonesia (BRI) or Bank Bumi Dava (BBD). Each BPD has 1ts
own branches at district (kabupaten level) and operates only

within its own province.

There are advantages 1n the provinciral nature of the BPD out
there are also adisadvantaaes. It enapbles the Provincial
Government to marshal and use 1Ts own developbment tunds

within the province.

Unlike the large national banks the BPD do not have access
to a large supply of well trainea professional stafft.
Usually many of their staff, particulariy senior staff are

drawn from the ranks of provincial public servants rather
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than from professional bankers. This problem is minimal in
the larger BPD to be found in the three major Provinces of

Java but increases in the smaller BPD.

The Organisation of the Provincial Development Bank:

8.1.0 CcCapital. The major shareholder is the Provincial
Government with other contributions coming from
Kabupaten (district) Governments and Kotamadya
(city) Governments (where the city or town is not
part of a Kabupaten). Although each 1evé1 of
Provincial Government is expected to take out

shares the amount involved varies widely.

8.2.0 Source of Funds, Each BPD re]ies heavily on two main

sources of funds.

(a) Provincial Government to deposit local taxes
and funds from Central Government. In the case of
some BPD problems have occurred when the Provincial
Government have favoured other Banks.

(b) Bark Indonesia to provide licuidity creait as
part o7 an established credit line or as a lcan to

enable the Bank to maintain its ligquidity.

The BPD also receive deposits from individual customers.

Because Bank Indonesia is trying to make the Banks less
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reliant on liquidity credit (from BI) this private source

of funds is becoming more and more important.

A Profile of Small Credit Units (BKK)

There are small credit unit systems operating at sub-
district level under the supervision of BPD. These exist

in at least nine provinces. These small credit units are
not part of the BPD but the BPD in these provinces supervise
the units. The units have their own staff and must
eventually become self supporting. Most of these credit
systems have been supported and developed under the
Provincial Area Development Program (PDP) of GOI/USAID. The
system in West Sumatera has received assistance under the
Financial Institutions Development Froject (FID program),
of GOI/USAID. At least two other provinces have developed
the system without outside aid. These include Riau (6

units) and Bali (138 units).

The use of small credit units independent of the co-
operative system is not new but tnev have emeraed to
greater prominence since the commencement of the mainly
USAID financed Provincial Area Development Proaramme
(PDP) 1in 1978. The units developed are not part of any
Bank but they are supervisad by their respective

Provincial Development Bank.
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The Evolution of Small Credit Units in PDP:

In examining ways of delivering credit to small farmers it
is useful to consider the development of the BKK systems
and the failure of early attempts to bring credit to the
villages. What is interesting is that early failure did
not result in abandonment but in development of a better

system.

The level of success in each province is now linked directly
to the ability of the BPD as supervisors, particularly their
ability to overcome the negative attitudes resuiting from

previous credit failures.

A study of PDP credit also gives us an opportunity to
examine the early evolution of small independent credit
units. It is therefore proposed to go into some detail in

describing the PDP approach to small credit

The objective of PDP was to develop projects to improve the
income of the rural pcor 1n.8 Provinces. These projects have
been of relatively small scale and multisectoral in nature.
An important part of PDP was to develop the capacity of

local government agencies at provincial, kabupaten (district)
and kecamatan (sub-district) level to carry out and continue
this development. The emphasis in credit development was on

the use of existing local financial channels and institutions.
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These credit units as they are today have evolved over
several years. It may be appreciated that the great lack of
credit delivery systems at village level is not through
lack of awareness of the need but from the many problems

associated with making them work.

A feature of PDP as mentioned above was to use existing
local channels and institutions. This, in effect, meant that
the choice of channels was decided at provincial level. In
relation to credit delivery this choice, initially was quite
variable. It usvally involved government departments, KUD
and even private organisations. No proper credit training
was given, emphasis was on getting the money out and not

enough attention was given to repayments.

The Current Situation:

The 8 PDP Provinces are Central Java, West Java, East Java,
South Kalimantan, Bengkulu. Aceh. West Nusa Tenggara. and
East Nusa Tenggara. There is also a similar credit system
in West Sumatera, developed under a separate USAID project,
FID (Financial Institutions Development Froject). FID is
currently also giving further assistance to East Java as

well as in West and Central Java.
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It is common to refer *o these credit units collectively as
BKK (Badan Kredit Kecamatan) however in some prcvinces a
different name is used. In some provinces credit units were
developed under PDP from existing credit systems in others
the system was completely new. The units came into existence
following widely distributed losses due to un-coordinated
and largly un-supervised distribution of loan funds through
government agencies and KUD.

What was required was:

(a) A quicker way of approving loan applications.

(b) A system that reduced transaction costs to a
minimum.

(c) Greater emphasis on prospects of success ane not on
collateral.

(d) A system that was not tied to program credit.

(e) Full accounting, standard procedures. proper
borrowers records.

(f) Proper after care and collection of repaymercts.

(g) One uniform provincial administrative svstsm 1nstead
of a large number of projects.

(f) Greater authority over unit staff bv superv:sers

From this was developed the system of Badan Krecit

Kecamatan (BKK).
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The basic purpose of these BKK was to provide a credit
delivery system to borrowers at village level who lacked
access to, or were unable to meet the reguirements of the
banking system. BAPPEDA, the provincial planning authority,
was responsible for the implementation of the PDP projects
including the credit system. With the establishment of the
BKK the Provincial Development Bank (BPD) was given the
responsibility for their supervision. BAPPEDA continued to
be also involved in supervision at a level that varied
from province to province. It was intended that BAPPEDA
should phase out participation. At this time BPD should be

fully responsiblie.

BKK Type Credit Units in SFCDP Provinces:

The following brief profiles will deal only with the credit

units in the SFCDP Provinces.

East Java: Provincial Government decided to create a new
delivery system frcm the start of PDP. It was baseda on
existing institutions. The KURK system (kredit Usana Rakvat
Kecil or Small Entrepreneur Credit) and was established by

PDP in 1979 at village level.

When it began the credit system was to be managed by
BAPPEDA and the Co-operative Department. Despite this

latter 1ink the KURK unit remained a unit separate from
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the KUD. This management arrangement was .replaced by BPD.
The new arrangement began in 1984 and was formalised by

Governor'’s decree in August 1985.

In 1987 there were more than 1,600 credit units at village
level. Because of organisaqiona1 and supervisory problems

it was decided to consolidate these units at kecamatan (sub-
district level). Eventually it is intended to have a unit

in each kecamatan. This program is well advanced. However
there are still representatives at village level (Petugas

Pos Pelayanan Desa) which are part of the kecamatan unit.

These small credit units at kecamatan level are normally
starfed by three persons and supervised by BPD. Each of
these units are assisted by several PPD, Pos Pelayanan
Desa. Currently there are KURK units in 148 out of the 580

kecamatan in East Java. These are supported by 1,600 + PPD.

Most ¢f their loans are to traders and are based on a
system of regular recayments which does not suit tne small
farmer. The ruies do include a system of seasonal recavment
(musiman) but, in practise, it is not used. In theory it

is possible to lend to farmers. Loans size can range from
Rp.10,000 to Rp.500,C00 maximum for up to 48 weeks.
Ncrmally most loans are in the range Rp.50.000-Rp.200,000

for a maximum of 24 weeks.
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Interest rates are approximately 3% per month and there
are also compulsory savings, the amount depending on the
amount borrowed and the term of the loan. The scheadule of
repayments, savin¢s etc is in accordance with a pre-
calculated schedule. Part of this schedule is re-produced

in Appendix 12

NTB_(West Nusa Tenggara) instituted its credit delivery

system in late 1981, KPURP (Kredit Peningkatan Usaha
Rakyat Pedesaan or Credit For The Improvement of Rural
Entrepreneurs). Funds were channeled through the BPD to
co-operatives. Lending was determined by village leaders
and government officials. BPD and the co-operatives were

simply a delivery system.

Failure resulted because the lending decisions were not
made by the credit organisation but by government
officials and village officials. BPD and the cooperatives

were not involved in supervision.

A new system was started in NTB in December 1986 tc over-ome
the preoblems of the early scheme. These new crs=dit units ars
known as Lumbung Kredit Pedesaan (LKP). They are at kecamatan
level but not always in the kecamatan headquarters. These
units are all on the island of Lombok. There are currently

25 LPK, of which 10 have been started in this financial year,
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1988/89. A further 5 are to be opened within the next few
months. This will bring the total to 30. There are 31

kecamatan on Lombok island and 28 on Sumbawa island.

West Sumatra: Lumbung Pitih Nagari (LPN) are small
savings and loans groups that have their origins in the
period of Dutch government. They were generally inactive
for some years following the war years but were revived by

the Provincial Government in 1972.

These credit units are owned by their members based on the
traditional village group (Negari). Local ownership of
this type is an advantage but it can also be a weakness.
Often the staff are chosen from the group and lack
independence in their decisions and are not always
suitable or adequately trained. It is also difficult for
the group to accept advice and supervision from BPD. This-:
illustrates that the best situation is where there 1s a

combination of outside capital and group savings/capital.

Technical assistance is being provided under the USAID

financed FID Project.

Organisation of PDP Credit Units:

BAPPEDA, the provincial planning authority had significant

involvement in the initial setting up of the PDP credit
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system but primary responsibility now rests with the BPD.
The term BKK will be used as a generic title for these
credit units but it should be remembered that some provinces
use other titles. The description below is a typical

3ituation but there are variations between provinces.

Normally the BKK is staffed by 3-4 young peopie, educated
to senior high school level (SMA). They operate from an
office, normally but not always, provided by the Camat
(Sub-District Head) at the sub-district level and use a
system of "Pos Desa"” (Village Post). This means that staff
from the kecamétan office visit a different village on
each day of the week. They may operate at more than one
village in a day and they may go back there weekly or two-
weekly. The number of Pos Desa vary and cannot include all
villages. The Pos Desa is usually central in order to
serve several other villages. In East Java the pos desa

actually has its own part time staff.

The staff of the EBKK have normally been recruited by
SAPPEDA., Now BPD are becoming more anag mors 1nvelved.
Cbvicusly effzactive supervision requires the right to

recruit and dismiss staff by BPD.

In the organisation chart the BKK is directly responsible

to the Camat (Sub-District Head) and through him eventually
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to the Provincial Governor. Ideally the Camat does not
interfere with the day to day operations of the BKK., nor
does he dictate vtho should or shoula not receive loans.
Nevertheless the Camat and village heads are asked to
endorse their opinions on loan applications. They are also
expected to help the BKK staff in dealing with arrears.
The Camat receives a small monthly honorarium and a share

in the productivity bonus.

8.5.1 Funding: The BKK normally receives initial loan cap1ta1 of
Rp.10,000,000 and is subsidised for major expenses, such as
salaries, motor cycle etc. for a period of two years. At the
end of this period the BKK is expected to be able to pay all
expenses from earnings. It should also have been able to
minimise arrears and increase its lending capital, perhaps

to as high as Rp.25 million in this time.

8.6.9 Lending: Generally a loan is structured according to time

period; for example therz are:

(a) Minaguan (weekly recayments over a 6 week period.

(b) Dua mingguan (2 weekly repayments over a 12 weekly
period),

(c) Bulanan (4 weekly repayments over a 24 week
period)

(d) Musiman (Seasonal for farmers’), although the rules of
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each BKK type credit system provide for seasonal
repayments, this type of credit is nct usually made
available because of previous arrears problems.

(e) Harian. Some units also provide short term credit with
daily repayments. For' example KURK in East Java have
harian lending which requires 22 daily repayments.

(f) Pasaran, This type of repayment matches the regular
market days. In East Java repayments are divided into

12. The pasaran system of lending is not available not

available in some provinces.

An example of the repayment system used in East Java is

contained in Appendix 11.

Loans are given for a variety of sectoral activities. They
obviously favour short term cropping, tradesmen, small
traders, and domestic based activities. They should not be

used for domestic consumption.

Loan amounts are usually graded, for example the first
loan could be Rp.50,000, then Rp.100,000 and upto Rp.200.000
maximum. It is possible to go as high as Rp.500,000 but

rarely is a maximum of Rp. 200,000 exceeced.

Interest Rates may be considered high in some quarters.

Usually 3% per month and usually a once only payment of 1%
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administration costs. There is wsually a system of
compulsory savings involved. The month may actually be 4
weeks and the interest rate is flat not reducing. Interest
is high compared to perhaps 12 % per annum from a bank.
During the survey it was found tkat many borrowers
preferred to pay 5-7% rer month 8o a trader rather then 1%
to a bank because of the ease of the transaction and the
low transaction costs. Therefore 3% per month is not
considered excessive by the borrmwers, particularly if the
lower interest available from a ¥ank is, in fact, beyond

his reach or costly in terms of transaction costs.

On an average sized loan of Rp. 180,000, interest at 3% per
month for 6 months plus a 1% administration charge would
amount to a total of Rp.19,000. It should be remembered that
the cost of administering a loan may be just as high for a
loan of this size as for one many times this amount.

It is not normal to charge penalty interest.

Advantages: Some of the advantages of this type of credit

system are:

(a) Low transaction costs as lomg distances are not
involved.
(b) No collateral requirements.

(c) Ease of delivery, usually within one week.
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(d) Available to those that cannot meet minimum
requirements of a Bank.
(e) Availability of small loans below the minimum amount

set by the Banks (Rp.500,000).

BKK emerged from earlier failures as detailed elsewhere.
Where it succeeds is because it avoids repeating those
mistakes. Success came in PDP when 1t was no longer obliged
to technical departments who presented their lists of

would be borrowers and fixed lending packages. Suitable

staff were recruited and trained.

8.7.0 The Current Situation:
Not all BKK type credit units are successful and they still
face problems but what has been illustrated is that they can
succeed.

8.7.1 Lending to Farmers :

(a) Most of these credit units lend only to farmers: if
they can make regular repayments. Therafore a farmeg
must either be producing non-seascnal crops such as
certain vegetable crops and tres crops or he must have
off-farm income. In rural areas. many of those engaged
in trade are also farmers. These are able to meet the

repayments set down.
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(b) Early mass lending under the BIMAS program provided
seasonal lending to farmers. Widespread arrears resulted.
Experience in the early PDP attempts at credit tended
to support the opinion that seasonal lending was high

risk.

(c) It is true that the risk of arrears is less if there
is a continuous link between the lender and the horrower.
This is usually provided by regular contact through
regular repayments. It is 1isky to give a lcan and then

have no contact for 4-6 months until the loan falls due.

Elsewhere in this study it may be seen that BUKOPIN
provides this regular contact in another way, by
maintaining regular contact through group contact and

a savings program,
(d) Another reason why seasonal lending is not popular
with the lender is that seasonal demand and delayed

repavyments tie up loan capital.

8.8.0 General Conclusions:

(a) Farmers involved in existing Dem-Farms rely on their

own revolving fund for credit requirements. There is a
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(b)

(c)

(d)

(e)

need for credit for those farmers who are outside the
project who have peen encouraged to adopt the techniques

developed within the project.

In the provinces where these credit units exist. sucn
as West Sumatera. East Java and NTB it may be possibie
ﬁo negotiate seascnal credit for individual borrowers.
The strength of the SFCDP should enable Dinas Pertanian

to assist in these negotiations.

This type of lencing is directed to individuals but
there is no reason why such individuals should not be
organised into groups to adopt SFCDP group methods, to
receive training in credit usage, to provide their own
credit supervision and build up group savings. A system
of regular contacz between lencer and borrower can be

built into the group as it is in the BUKOPIN system.

The problem of tying up unit capital of by heavy
seasonal demand and delayed repayments could be
overcome by the S-K negotiating a seascnal loan from

BPD for on-lendina to selectec fTarmers.

Skill will be rezcuired in negctiating with BPD and tne
credit units. It will be necessary to first demonstrate

the success of the SFCDP and gain the confidence of
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the lenders before presenting specific reaquests for
finance. The KURK credit system in East Java is the
most suitable starting point for negotiations. It is

the strongest of the three credit systems discussed.

Potentially the BPD in each province can be developed
into a powerful tool to bring credit to small borrowers
in all sectors including small farmers: who are the

primary subject of this study.
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Chapter 9

Credit Strateqy for SFCDP Expansion

The basic strategvy of the Secondary Food Crops Deve lopment
Project has been to target project inputs to selected
Kelompok Tani (farmers’ group). There 1s no reason why an
1ndi§1dua1 or a KT, not included in the project. could not
adopot project methods using funds from outside the
Project. '

Conclusions:

Findings and discussions on various aspbects oOf credit.
considered durina thil1s stuady. are To be found 1n the
relevent chapoter. From these are drawn the following

conclusions:

9.1.1 'Distribut1on of Credit through Farmers'’ Groups:

Government sponsored Drograms uUsSi1ng kredi1t Usana
Tan1., l1ke SFCDP. have also taraetea the KT but
tnrough the village cooneratives. kUD. Tne

ocvaerwhelming advantage of the KT ang the kUL 18 the

aci1lity to provide a channel tor creait ang services

TO a large number ot peonle.

Tne KT/KUD svstem appears to work much better 1n
Java than 1n the outer islands. In the Project

Provinces outside East Java the KUD/KT system still



1.2

works but to a lesser degree. Clearly then SFCDP
may still use the kt as its target in all provinces
if it uses a system of careful pre-evaluation,
selection and group development. It would also be
necessary to use the KUD because it is a part of
the Kredit Usaha Tani (KUT) delivery system. This
woulcd allow expansion of project type development

within existing systems.

Distribution of Credit to Individuals: The cost and

difficulties of providing credit and other services
directly to individuals is very high and conseguently
a greatly reduced number of farmers can be serviced.
In this regard therefore we may divide farmers: into
two broad groups: Those who work well as members of
a KT and KUD and those who do not. For those in this
secong group it is very difficult to obtain credit.
Many of those in this group would be responsive to
initiatives to build up involvement in farmers'’
grguos. Such initiatives would nead some careful
plannina, Farmers have been at tne receivina end of
many programs seeking to influence their thinkina

so if this one is to work it has to be good.

Targeting individuals would be much Jless cost

effective. This does not mean that they should be
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ignored. Before they can be helped, however, a lengthy
period of strategy development, negotiation with credit

suppliers and implentation is needed.

9.1.3 Self-Help: It is possible to develop some farmers
on a self-help basis without credit. The reality of
the situation 1is that most farmers 1in project
areas, but not yet involved in the project, do not
use credit. Many of these are, however, using fertiliser,
insecticides and other inputs. In various ways they
are, often with difficulty, assembling their own

finance.

Most development programs have incorporated crecit
or a grant of some kind. This may be based on two

questionable assumptions:

(a) The farmer must have credit to participate 1in a
program because he can't purchase inputs without it.
This is not always correct.

(b) The provision of credit would spsed up the decis-on
by the farmer to participate and make a commitment
to follow the recommended farming system. In this way
the agency sponsoring the development can commence

its program on schedule.
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The main difficulty 1in promoting the self-help
method is that it 1is more time consuming. A quick
decision may be expected from an offer of credit or
a grant. On the other hand promoting a particular
farming program based on self-help, wusing the
farmers own resources, is a prolonged process that
normalily needs a lot of personal contact.There is a

need here for a carefully planned communication

strategy. This could proceed in parallel with expansion

using KUT.

Various Credit Sources:’

Certain credit delivery systems are not easily
available to small farmers. These systems include
BRI KUPEDES <credit program and the small BKK type
credit units under the supervision of the Provincial
Development Bank., Bank Pembangunan Daerah. It may
be possible over an extended period of time to
negotiate a way to provide credit to small farmers

from these credit sources.

Kredit Usaha Tani 1s the most readiivy availtlapble

source of <credit for palawija development but to
make effective use of this advanced planning is
required. KUT already provides finance for palawija.

It should not be difficult to negotiate a KUT credit
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line for SFCDP type farming methods. The main
elements of the farming system developed in SFCDP
could become part of the existing BIMAS Palawija
program using KUT. This is an important consideration
if SFCDP is to have any continuity after USAID

assistance ceases.

9.1.6 BRI Involvement in Kredit Usaha Tani The nature of

KUT lending allows BRI Branches to be remote from the
small farmer. KUT loan funds do not include any of
BRI funds. The choice of borrowers and arrears
chasing is largely left to the KUD and government
cepartments. Thé BRI Unit Desa are not involved in
the distribution of KUT. A1l KUT loan funds are
provided by BI to BRI at 3% per annum. No BRI funds
are involved. It had been thought that such
attractive terms to a bank would be sufficient
incentive for close management of the loan program
including borrower supervision. Because BRI own
funds are not part of the loans, they do not feel a
strong responsibility to provide active field
supervision. The use of BRI funds in KUT would be

one way of stimulating greater participation.
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BUKOPIN Village Credit may also be used for

palawija development. This program has special
features aimed at the development of farmers'
groups that could provide a model for use with

other forms of credit.

BRI Unit Desa: In making credit available to small
farmers: as many sources of credit as possible
should be opened. This should be done by making
lending to farmers attractive and profitable to the
lender. It 1is unacceptable that BRI, the bank that
has the major responsibility for providing credit
to small farmers. should avoid direct lending to a
large group of small farmers The group referred to
are those farmers requiring seasonal credit of less

than Rp.100,000 and who are outside the KUT program.

BRI Unit Desa are well situated to lend to farmers

if they become more mobile with a “Post Desa”
system and active field staff. There must be
adequate profit incentive for BRI. Farmers have
shown themselves willing to pay high 1interest to
traders but only 1if they are not involved in
difficult administration procedures. BRI would
have to streamline their procedures, look for loan

guarantees other than land titles and rely more on
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closer personal contact with borrowers.

To work the credit system would have to be attractive
to both BRI (profits and minimal arrears) and tne farmer
(quick and simple). Convincing BRI will be very difficult

and can only be done over a period of time by reqular

rcontact with BRI staff at all level in order to explain

and demonstrate project successes.

Reducing Dependence on Credit:

This may be done by the promotion of the concept of
farmers accumulating their own basic capital as an
alternative to seekina credit to purchase tarm 1nputs.

There are two possibilit,ies here.

The tarmer does not use credit at all but purchases
his basic i1nputs using part of his i1ncome ftrom the
previous harvest, ort Ttarm emplovyment. sale ot
chickens, fruit, vegetables etc etc. Many rtarmers
are already doing this. Some are also organisina
themselves 1nto groups and accumulating capital

through voluntary savings.

The second alternative 1is to use credit. At the
same time, whatever the source of 1initial funds

(own capital or credit), he participates 1in a
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savings program that mobilises compulsory and
voluntary savings. Thus buillding ubp a capital! base
within the KT. A study of BUKOPIN methods used 1in

thei1r Kredit Pedesaan proaram would be helpfuil.

9.2.0 Recommendations for the Expansion of SFCDI

The following is recommended:

9.

2.

2.

2.

1

A _Policy of Expansion: That the Director General of

Food Crops make a policy decision as to the future
of SFCDP type palawija development. A clear policy
decision is reguired as to whether to merge SFCDP
methods with existing BIMAS/KUT Palawi1a pbroarams
or to 1incorporate them 1n a separate but parallel

ralawija progaram.

The Preparation of a Phased Plan to extend SFCUP

tarminag methods outside existina and plannea dem-—
farms. If possible this shoula be coordinated with

on-going BIMAS palawija planting proarams.

The Targeting of Farmers’ Groups: Initially a clear

commitment 1s required so that the kelompok tani
can continue to be targeted for extension inputs

and promoted.
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The Use of Kredit Usaha Tani: The primary source oft

credit that is readily availlable 1s Kredit Usaha
\

Tani. Negotiations with BIMAS and the necessary

planning for preparationrn of credit resources shouid

take place at least 38 months betfore proposed

implementation of an expanded SFCDP type palawiija proqfam.

The Use of BUKOPIN Village Credit: The secondaryv

source of credit should be the BUKOPIN Kredit

Pedesaan program. A dialogue should be entered 1nto
between Ditjen Tanaman Pangan and BUKOPIN statf to
explore the use of thi1s source ot credit 1n SFCDP

type development.

An_Expanded Program_of Communication: A prodaram ot
communication and trainina builtlding on current CTIA
experience should be developed and 1mplementated. this
should pe multi-pronaed and directed at the toliowina

main areas:

(a) IThe Promotion_of Farmers’' Groups: The continued

promotion and dqvelopment ot the group as the
basic unit of development and self help, to
help the members to become cohesive. homogeneous
and self regulating aroups. Promotion of tarmers

groups should be directed at both the farmer and
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his wife. The women in the community can exert

a strong influence on their families.

(b)) The Greater Mobilisation of Savihgs: The

promotion of the concept of farmers groups
accumulating theilir own basi1c capital as an
alternative to seeking credit to purchase tfarm

inputs.

Understanding _of Credit:

(c) Promoting a Greater.

The promotion ot wider knowledge and understanding
ot how credit works. how 1t can be used more
effectively and the need to maintain a viable
credit prodram by prompt repavments. The taraet
recipients tfor such a program are the members
ot the KT. members and statt ot the KUD. rield
staff of the Departments of Agriculture and

Cooperatives.

(d) The Promotion of —SFCDP Activities: to BRI and

the Provincial Developments Banks (BPD) and
other credit institutions as a means of
bringing about a better understanding ot how
properly managed agricultural deve lopment
programs can present credit-worthy opportunities

to these 1nstitutions. The concept of "Supervised
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Credit"” should be presented and developed by the
institutions to be involved. This means that if

the Department of Agriculture are able to

demonstrate to credit organisations that they

are successfully supervising SFCDP tvpe

deve lopment with etrective extension work then

the task of negotiating the openihg of credit

lines 1is less difficult.

9.3.0 General Recommendations:

9.3.1 Improving the Image of the Small Farmer:Thg image

of the small farmer. either i1ndividually or 1n qroups.
as a credit risk 1s nhot good and 1t must be

improved.

9.3.2 Reducing the Gap Between Farmers and Banks: In the

tuture 1t woula be beneticial 1t BRI and BrL empiloved
field staftt who were experienced aaricultural tiela
workers 1n oraer to develop a closer working
relationship with small rarmers. This 1s not likely
to happen unless these banks were prepared to make

a commitment to expand lending to small tarmers ana
this will not happen 1n the near rtuture. It 1s up
to the Department of Agriculture to provide
leadership 1in this sphere and cooperate with BRI

and BPD to such ends.
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9.3.3 Further Improving the Capabilities of Field Staff:

There 1s an apparent need for ftield stafr of
Department of Agriculture to receive 1increased
guidance and training 1n theilr role as extestion
officers. They should not regard themselves only as
technical staff. They should see themselves as
being concerned with all the components that
contribute to the development of the farmer and his
family. In the context of this study this includes
the promotion of the KT and the KuD. It 1ncludes
the development of positive attitudes towards
credit. It i1ncludes beina 1nvolved 1n a |1ne or
communication that channels a variety of information
to and from the tarmer. Ubvicusly all these activities
have thei1r own sponsoring agencies and the extension
otti1cer should not 1ntertere with them. However. 1n
his regular contact with the farmers the extension
orticer can. 1n hi1s own way, promote those activities
that contribute to attaining his own aims of
developing the tarmer’s business capabiiities.

9.3.4 O0Open up Credit From Small Credit Units:

Credit 1s being distributed at viilaae level by BRI
Unit Desa and by small credit units in a number of
provinces under the supervision ot BPD. In all
these credit units the list of priorities is headed

by agriculture although 1n actual tact their
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lending to small farmers who require credit of less
than Rp.100,000 is very small.

There is a need for DGFC to open up negotiations
with these lending i1nstitutions to promote palawija
and to eventually assist in the nhegotiation of the
opening of credit ftacilities to i1ndiviaual smal |
farmers i1nvolved in SFCDP type activities. Adequate

background training 1n credit development 1s essential.

The Development of Savings and Loan activities

within the KUD. nitially supblemented by the cooperatives
own funds and, if required. by loan funds such as Kredit
Koperasi. It has been tound that a creait system that
incorporates members savings has a greater chance of
success due to a greater awareness as to the source

of the funds and a greater sense or responsibility

of those 1i1nvolived 1n the proaram.

Encourage Non Agriculture Credit: Farmers who have

reqular alternative or oftt-tarm sources or 1ncome.
for example as traders. can be encouraged to use a
variety ot creait sources that are directea towards
non-farm commercial activities. These 1include
Kredit Candak Kkulak trom certain cooperatives.
KUPEDES credit from BRI Unit Desa. Bank Pasar, BKK

type credil units etc. They could borrow directly
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for agriculture from the BKK type units or KUPEDES.
it they can meet the requirements which 1ncluae
regular (not seasonal) repayments . Or alternatively
they could borrow ftor trade activities thus

releasing some of their own capital for agriculture.

The Development of Private Sector Small Credit

Units. Alternative sources of credit could be
developed. Government regulations permit this.

It could be profitable for someone in the private
sector to operate a small credit unit. It must be
accepted that small farmers are willing to pay
monthly 1nterest rates of up to 10% per month
providing procedures tor arranaina credit are
simple. A small privately operated credit unit
coula operate proftitably with monthly 1nterest

rates at 5-7% per month.

The Greater Use of Tne Regional_Devejopment Banks:

It 1s suggested that, in the longer term, The BPD
could take on much greater responsibiiity tor
channeling credit to small farmers. A BKk-type

credit system could be developed using commercial

funds and charging commercial rates of interests of,

perhaps, 4-5% using existing BPD inftfrastructure.
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9.3.9 A_Review of the Role of Bank Rakyat Indonesia by

GOI. There must be complete acceptahce of the fact
that BRI must operate profitably. At the same time
it should not forget its role as a government'bank
charged with providing credit facilities to the
rural sector. This must 1include profitable lending

‘to creditworthy small tarmers.

Government influence should be brought to bear on BRI
to ensure that they provide protitable credit serv1bes
to all creditworthy farmers 1ncluding those outside

formal program credit.

1t 1s recommended that the composition of KUT
lending funds be reduced 1nitially to 70% ftrom BI
and 30% from BRI. Interest rates tor KUT should be
increased 1n order to provide adeguate 1ncentive to
BRI and the KUD to 1mprove their field administration

of the loan program.

9.3.10 Increase Interest Rates It has been found that, in

both Indonesia and world wide. low 1nterest rates
do not help to bring credit to small farmers. The
reverse happens. Suppliers of credit have no
incentive to lend if interest rates are too low. It

is recommended that Government policy be directed to
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increasing interest rates for rural loans in order

to stimulate the supply of credit.

Interest rates could be increased to at least 3%
per month for lendina to smali farmers. It KUD are
involved then part of this 3% could be wused to
provide incentive to the KUD.

If this higher interest rate is considered undesirable
then an up-front loan administration charae could be
substituted together with a suggested interest rate

of 1.5% per month. The loan administration charge
could be 1in the region of Rp.10.000 per loan
1irrespective of l|loan si1ze up to RD.Z200.0UU0. These
are only suggested amounts. The banks would have to
calculate and decide upon the amount oOT 1ts own
charges that would make lending to these smalli farmers

attractive (protitable).

9.3.11 Collateral Bank Indonesia should give clear
directions to banks and credit i1nstitutions on the
subiect of coilateral. Coiiateral shouid not be
reauired for loans upto Rp.200.000. Alternatives to
collateral cou!d be group quarantees trom the kT or
from an individual of standing in the community. A
result of the development of the K1 and 1t’s

members should be a greater degree of trust between

the lender and the farmer.
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could be group guarantees from the KT or from an
individual of standing in the community. A result
of the development of the KT and it’'s members
should be a greater degree of trust between the

lender and the farmer.

130



Appendix 1

CTTA PROJECT SCOPE OF WORK

CTTA/Indonesia, 18 March - 3 June 1989
Peter Croke, Credit Availability

Objective

To ascertain the availability, terms and conditions of credit from
all sources available for agricultural purposes in dem-farm areaas
ir the provinces of Lampung, Jawa Timur, Sulawesi Selatan, Sumatra
Barat, N.T.B. and N.T.T.

To recommend what measures need to be taken to meet-agriculturzl
credit needs in these rural areas to ensure adequate support for
future pzlawija expansion and more sustainable food-c-op systems.
~eference would be given to enhancing any existing .ural credit
vehicle to improve financial management and to mobilize savincs
where this is deemed practical.

S—ope & Approach

There are numerous sources of credit theoretically regarded as
available throughout Indonesia, much of which is available oniy z%
the provincial or district level. Sources of rural credit are
generally geared to the requirements of small traders and often not
readily aveailable for agricultural purposes. In order to ensure
that suicable sources of credit are available to farmers in areas
selectec for palawija expansion, it behooves the project to physi-
cally check the current situation in each locality, noting wha%
sources, procedures, conditions and opportunity costs actuaily
exist. :

Provision of the services of a specialist rural/agricultural credit
surveyor would be extremely helpful in assessing the availability
of credit for agricultural purposes, and for dem-farm expansion in
particular. Availability of reliable sources of credit from
established sources based on dependable farm budget forecasts would
alleviatz the need for the future provision of capital for re-
“volving funds.

The consultant will travel to Jakarta, Indonesia for a maximtm of
60 working days between approximately 18 March and 3 June 1989 o
provide the Communication for Technology Transfer ir Agriculture
(CTTA) Project and the Secondary Food Crop Program the folilowing
services:

1. Initial briefing and enquiry would take place in Jakarzz with
contact with Dept. Keuangan, B.R.I., Dept. of Home iLffairs
(3ANGDA) and Donsr agencies involved in Credit Department in
the areas undex consideration (i.e., USAID, GTZ, CIDA).
€inmilar contacts would also be necessary at provincial level
for Bank ‘Pembangunan Daerah, BAPPEDA Tk.I. ard provincizl
credit consultants (i.e., F.I.D. in Jawa Timur).

2. Peter Croke would operate primarily at the ;abupaten and keca-
patan level in the six SFCDP/CTTA provinces, identifying all
existing sources of credit actually available for agricultural
purposes, i.e. regular banking sources such as B.R.I., B.P.D.,
project related sources such as K.U.R.K. in Jawa Timur, B.K.K.
in N.T.B. and Lumbung Negari in Sumatera Barat and noting in
full what terms and conditions are for potential borrowers.

3. Peter Croke will prepare a final written report and present
his findings in a one day workshop/seminar prior to the end
of his consultancy in Jakarta.



Appendix 2

NUMBER OF BANKS AND THEIR OFFICES

IN INDONESIA
Mar 31, 1987 1987/88 Mar 31, 1988
Particulars
Number Estab- Licenses Number
of banks/ lished revoked of banks/
offices offices

Commerdal baks

State commerdal banks

— Numbe of banks 5 — - 5

— Number of offices 780 18 —_ 798

Private nationa! commercia! banks

— Numbe of hanks 65 - 1 64

~ Numbe of cffices 4 48 — 512

Forzign banks/joint venicres

~ Numbe of banks 11 —_— —_— 1

— Numbe of ofnces p)| — — 2
Development banks

State development banks

— Number of banks 1 —_— —_— |

~ Numbe of oflices n —_ — n

Regional development banks

-~ Number of banks 27 - —_ 27

~ Numbe of offices 228 10 — 238

Private development banks

— Numbe of banks 1 — —— 1

~  Numbe of offices 3 3 —— 6
Savings banks

State savings banks

— Numbe of banks 1 —_— _ 1

—  Numbe of offices 15 - —_— 15

Private savings banks

—  Number of banks 2 — — 2

~ Numbe of offices 28 _— —_— 28
Number of commercial banks, development
banks, and savings banks

— Number of banks 113 -~ 1 112

— Number of offices 1,561 n —_— 1,640

Rural credit banks?

~ Village banks 3.550 —_ 8 3.542

— Paddy banks 2,063 — —_ 2,063

— Petty uaders’ banks 175 2? - 177

— Employees' banks 1 - —_ 1
Total number of banks 5,902 22 9 5,895
Total number of offices 3 7,350 81 8 7,423

1) The number of banks is eguivalent to the number of bank oficss.

21 The permit to continue the activities obtained from Ministry of Finance by two petty traders’ banks,

3" The number of offices compnses head, branch, and sub-branch offices,

Sumber: Laporan Bank Indonesia



Appendix 3

VARIOUS CREDITS TO THE ECONOMICALLY-WEAK GROUP
(billions of rupiah and thousands of customers)

March 31

Jun. Sep. Dec. Mar.
Itcins 3o, 30, 31, 31,
1983 1984 1985 1986 1987 1987 1987 1987 1988
1. Small-scale Investment Credit (KIK)
— Number of application
approved fcustomers) 220 241 256 PP, 290 290 20] 205 304
— Value of application approved 737 847 046 1,054 1176 1,207 1,233 1,269 1,301
— Outstanding cradus 414 387 356 326 k13| 3ol 202 297 3
2. Permancnt Working Capital Credits
UNSING
— Number of application
approved icustomers! 1,526  1.685 187} 2053 2216 2226 2248 2278 2315
— Value of application approved 1.629 2,007 2448 2,869 34387 3562 3758 3,781 3.895
— OQutstanding credits 815 867 931 889 879 900 909 903 043
3 KIEMKP (1 + 2
~ Number of apphcation
approved (customers! 1,746 1,026 2,127 2325 2506 2516 2530 2,573 2619
= Value of applicaton approved 2366 285 3308 3023 46140 4769 4,901 5.050  5.196
= Qutstanding credits 1,229 | 1,254 1,247 1,215 1.190 1,20} 1,201 1,200 1.254
4. Kupedes 1 04 .99 166 73 383 410 421 29 4
— Investment 11 10 12 12 15 16 16 16 16
- Warkmyg capual 03 Ho 154 201 KA LY 405 413 446
5. Working Capital Credits under
Keppres No. 20/1984 -- - 36 67 46 27 54 69 54
6. Credits with maxinwum of )
Rp75 milhon -~ 9 ” 188 324 R} A 02 525
~ Invesiment - 9 40 78 143 158 170 186 208
~ Waorking capnal T -- R 107 181 206 236 276 M7
7. Creduts for Teachers (KPGH 50 51 58 112 WY a8 ng 304 Rl
K. Credits lor Indoncsian Students (KM} 4 13 26 35 45 48 40 51 hW
9. Credits lor Cooperatives 241 278 am RitY 275 A32 314 244 RS [}
— Investment 52 74 78 76 71 74 74 74 74
~ Working capual 149 204 103 224 204 258 240 210 204
10 Credus ko fam’s enterprises (RUT) 2 184 176 161 14% 137 130 136 13% 134
11, npres Pasar v 97 K2 ud ve: H) B4 vl 92
12. Pension Credits 27 26 P ¥ 45 48 19 8 50
13. Viabiluy Credit up to Rp75 millon 9 64 67 H9 100 100 100 100 100
14. Keppres No.14A/IVHQ credits 107 65 70 09 63 03 63 63 63
15. House Ownerstip Creduts (KI'RY
State Savings Bank (BTN)
~ Customers 148 196 241 3 363 376 398 A9 425
- Outstanding credits AX) 578 H03 1,1v6 1.391 1,428 1,483 1,557 1.613
16. Credns for Swdent Duornutorics -- -- 0.5 4.8 6.1 4.5 4.5 4.5 460
17. Perusahaan Inti Rakyat (PIR) Mlasma 47 64 99 132 210 prp] 263 o4 339
18. Rejuvenation, rehabilitation, and
cxiension of export plantation
{PRPTE 106 129 139 148 158 190 190 246 326
19. House Owncrship Credits (KPR}
PT Papan Scjahtera 3
- Customers 0.68 1.46 233 2.84 4.67 5.71 7.17 7.94 9.05
- Outstanding credits 7 19 kX 4] 68 82 96 115 132
20. Candak Kulak Credits (KCK) 3
- Customers 11,901 12,056 14,045 15271 16171 16279 16,341 16413 16503
- Outstanding crodits 8 10 12 12 14 14 14 14 14
3,418 4,153 4,8347 5,118 5,238 5477 5,861

Total 2,698 2,932

1) Prior 1o January 1984 was known as Mini and Midi credits.
2) Prior to 1985 was known as Bimas.
31 Extended by non-bank institutions.

Sumber: Laporan Bank Indonesia



Appendix 4

INTEREST RATE AND SELF-FINANCING REQUIREMENT OF
BANK INDONESIA'S REFINANCING FACILITY
(percentage)

Rato and interest
rate of Bl's rehinancing

Minimum ratio of

Interest charged cusomer's self

liems by handling banks financing requirement facility
lo cusiomers in t0:al cost of
p.a project Ratio Interest paa.

1. Working capital credits

1. Bimas acdus 12 —_ 100 3
2, Permanent Worlung Capital
Credits (RMKP 12 —_ 55 3

3. Credits to Bimas for production,
impons and disiribution of fendizer and

insectiside 12 25 75 3
4, Credits 10 Private Nauonal
Plantauca (PSN? 12 30 75 3

5. Credits 1o cooperatives lfor members

and for the purchase of essenual

commadities! 12 —_ % 3
6. Expon credits freely daermined 15 70 3

hy respective
handhing bank h

7. Credits to nanosal contractors 9’ 50-70 76 3
8. Credits 10 vitages (Kupedest 18 - - 100 124
9, Worlung Capaal Credit through

Rp?5 milhon 15 10 70 3
10. Reppres 2011934 15 10 70 3

11. Credits 10 farmers through KUDs
for the intensification of paddy/
secondary ¢rops 12 - 100 3
1. Investment cedits

1. Smaii invesiment Credits (12K 12 - 55 3
2. Planuauion credits :

a. Nuzious Smallholder

Estats (PIR) | 12 — 80 3
. PIR Trans 16 35 55 6.5
¢. Rewvenauon, Rehabilnauon,
and Expansion of Expont Piants

. (FRPTE) 12 — 80 3

d. Prvate National Plantation ‘PSNI 12 10¢ 85 3
3. New rice helds 7 12 —-— 100 3
4, Invesument credits through

Rp75 million 12 10 80 3
5. Credits to cooperatives (for members

and for the prchase of essential

commodities! 12 _— 90 3
6. Credits to villages (Kupedes) 12 - 100 3
7. Mini credits 12 - 100 3
8. Midi credits 12 —_— 100, 3

111.Others

1. House Ownership Credits #.PR) 59 10-20 90 3
2. Credits {or Indonesian Students (RMD 6 — 100 3
3, Credits {or Student Domitories 5 —_— 80 3

1) Aninterest of % and 11.5% p.a. would be applied each on credits to finance pnmary and non-primary commod ues of which exports have been realized.
2)  Pnor to October 1986, 304 lot PMY, companies.

»
4
5
6

9% fo: sute acvelopment hank (Bzpindol,

Belore October 1957, an interest rale of 3% p.a. has been apphed, excluding reserve for nsk.

Applicabie 10 nucieus esares. For credits extenciad (0 plasTa esates trmsternd o farmess, the rate wil

For new proxct and extersion of exising planation arcas reaching minimum economies of scale, self financang 18 set at 30%.
Pror extension credit 1o farmer, this credit scheme prowided by Bank Indonesia as durect credit 10 the Miniry of Agriculiure.

Sumber: Laporan Bank Indonesia

| be adiusted as that charged to economically-weak group.



QFYCIFRISTICS OF CREDD' SIS IN INONESTA

the of Scheames

Cate of

Te vz | Boonic | tedling | Madimm | paximm Souree of | Leding | Interest  |Oollateral | Insarame Risk Nt
Oourere- [of Cradit | Sactor Bk Lean raturity Al (Retep.a| Rate on | Require- | Premium Saring
ment (1) (Pp) Bl Aird p.a] met
(1) (2) (3) (4) (5) (6) {7 (8) (9) (10) (1) (12) - (13) (14}
1. Qredits to rural verrors Fpeil 1976 vieking Trak in - .00 3 mnths (Gov't bus- 123 - - - Gov't: 1003 | Extried
{(Kredit Cadak Kulak/ATk) apital |rual aren thousards " o=t 1008 by KD
2. Qreral rural credit Feb.- 1934 vorkim Al BRI 5.00 WC :2 yrs BL Flat rate The - Qv't:100%{BI's fird
{KUFILES) . apital/ |ectoes in mllions | Inv:3 yrs| =@ |we :)88 12 | prodect are avail~-
irmest-  {rural area : B Inv:123 ahle tarpo
ment. rarily
3. 9mll Ims=shent Qedit (I, 1974 vbrking ALl AlL .00 YC :S yrs|BI : S5% 15% 5.% Te BI : 4.5% |Ackrin- -
& Parermt Working Copital apital/ | exyonic | tatical | millias | 1wv:8 yrs(iB : 0% Fojct (B : 1.5% |do %
Oedit (KK/RKP) imest- | sactocs Bk |(fexihle) B : 5% B %
mmt
4, Credit with maximm of Yborking Al Al 130.00 BI : 0% 153 3% The for 6 mtis
Fp 75 millias apiml/ | ecoanic | Maticml | millias B : 70% pojct  |BL :0.75% -
- torkirg Gpital (19K)  |vay  1994| imest- | socfors Bk |(Oexdble)fC s 1yr . B :0.75% Qstower's
- Irestment (KI) Jue 1933| ment Irm:10 yrs o firar)
5. Weking Gpital Credit My  1924] workirg all Al 20.00 BI : 30% 15% 3 The for 1 yr - irg min.
utker Presidxtial Dacree apital | ecoanic | Nticml | millios 1yr IB: 7% projyct  jaedit 10%
(KEEDRES 29/1934) - sxctors, Brk BI :1%
mostly B I
anstnrct-
im
6. Qxrerative Cradits )
a. foc the matters am Jue  1333] vbeking al \al 15.00 [WC: 1yr |BL : 90% 13 3% The - PFenum -
foe sply of high apital/ | ecoonic | taiomal | millias |Tv:10 yrs|B 1 103 proj=t BK 753
priocity goads imest- | sxctors, Brk
Kredit Koperasi mant mestly
(KT) ayriciltuce

Source: Bank Indonesia
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Nae of dares Cate of | Te v | Boomnic tdling | daddnum | Maximum |Source of Ledirg | Interest  |Qollateral | Insurance Risk Note
Qourernce- |of Credit | Sector Bk Ieen ity Fud |Ratep.a | Rzte Pequire- | Preniun | Sarimg
mat (H3) (Pp) Bl Fud p.a] mat
m (2) (3) (4) (5) (6) (7) (8) (9 (10) (1) (12) (13) (14)
b.For the famers wder |Aocil 1935 vorking |agriculture| @I, 21.00 [HBto  [BI: 1003 | 12 3% Lad - - -
intensification progrem cpital BEITL thorsands|MD: 1yt |
of peddy ad arors per KD to
Kredit. Usaha Tani rectare |me. s
(KuT) 7 mis
7.Padly field foaration Spt 197 Imest- |Agriadture] =1 - 10 yrs|BI : 100% 122 3 't - - -
mat .
8.Crdit for plantation . .
a.Esate smllhalder Ag 978! Imest- (Agriculture £RI,BD, - D yTSiBI ¢ 8% 123 3% 't - - -
ment =11 IB: 0%
b.Replatting/retebil itat- Ag 198| Invest- |Agriculture| A1 - D3yTs(BI 2 BI% 123 3 Qv't - - -
imn & G==logrent of ment taticnal B: 0%
eport carmodity plants Bk
c.Private raticml Jue 1978 Imvest- |Agriculture] ALl - 10 y13(BI : &% 2% 3 The - - Qstorer's
planation (pN) mant taticmal - 1IB: 153 projxt oan finz|
Bk irg min.
10 - 20%
S.Dpoxt Qrdit Ja 1982 wWorking - Al - Ty [BI : 7% |14% foo 3 Bported |Foc 6 miths|PLLASEL: -
apital ta-ical 1B : 0% |prinmary gxds |aedit 85%
Bk cowradity BI : 0.25%|BI : 7.5%
14.5% fox B : 0.5%)I1B : 7.5%
mm M. prami
primary 0,5% for
cordity every
10.Cradit for house 3 mds ad
oxership (KFR) Qsiorer's
a.Rilic hasing Nwv  1978| Imvest- - BN 3.50 D 1s| @'t 5% 3t Te - - on fima
ment millics bubsat projct g m;;%
10 -

Z/6 xTpueddy

Source: Bank Indonesia'', May 1989



lare of Sduns Te w2 | Bonanic teriling | Mavdnm | Maxinum |Source of Lending | Interest |Oallateral|insurane Risk Note
of Cradit | S=tor Bk Icon leturity Fnd |Retep.a | Rate an Pequire- | Pramium | Sharing
(:3) (Fp) BI Fud p.aj ment
(1) (3) (4) (3) {6) (7) (8) {9) (10) (11) (12) (13) (14)
b.in piblic hasing Imest- - &M 7.00 D yrs |BI : 9% a3 3% Tre - - Qetarer's
ment millics mB: 108 poj=t oan fimarc
irg min.
! 10-20¢
11.SaxdEt 1cen .
a.For Iniresian Sadat |; Imvest— - BT'46 | 750.00 5 - 7 yrs}BI :100% 6% 3% certifi- (BI :4.5% |Pr.Asrin- -
(RI) ment thasards cate/ BNI:1.5% |do: 75%
diplam BI: 18.75%
mB: 6.5%
b.For sthidt dormiterium Imest- - BN 5.50 2 yrs |BI : B0% 5% 3 Te - Penum -
{5 mnivercities) ment billicns BIN: 20% projct BK : 7R
BI : 1%
B : 15%

Ooopezat.ivearﬂslal_].Smle&eiitlb_:nrmg\t

Jalarta, May 22, 1939

Bank Indonesia, Jakarta.

¢/¢ xtpuaddy




BANK RAKYAT INDONESIA

Bulan Februarv 1989

Data Perkembangan KUPEDES Per Sector
{Seluruh Indonesia)
{dalam ribuan rupiah)

'

:
i SEKTOR : JUMLAH : JUMLAH '
' e et Pt 1Per Orang | ~————-=————m e '
! ! ORANG ! Rp ! |  ORANG | Rp. L%
R - mm oo oo mm oo oo oo R ST {-m oo :
: : : : : : : :
1Pertanian y 383.353 | 156.271.589 | 408 | 49.054 | 9.296.782 |} 5.9 % |
i Industri ‘ 25.679 | 11.021.237 | 429 5.637 | 1.106.906 110.0 % |
i Perdagansgan ¢ 884.372 | 379.579.476 | 429 | 161.565 | 32.452.734 | 8.5 % !
iLain-lain ' 413.284 | 13.150.451 | 304 | 6.861 | 878.452 | 6.7 % |
iPeng. Tetap ' 66.680 | 15.202.085 228 | 7.878 | 755.222 { 5.0 % |
Total 11.403.369 | 575.224.838 | 410 230.995 | V7.7 %
1 ) ] } ] ] ]
1 ' ] 1 1 1 t

44.490.096

Sumber BRI Jakartrta May 1989

9 xTpuaddy



Appendix 7

BANK RAKYAT INDONESIA

MELAYANI KUPEDES
{( Kredit Umum Pedesaan )

Ketentuan.
1. Pengertian: adalah jenis Kredit yvyang hanva dilayani
oleh BRI UDES baik untuk pengusaha vyang ada di pedesaan

ataupun perkotaan dan dipandang dari segi ekonomi layak
untuk dikembangkan.

2.

Pengqunaannva: dapat dipergunakan untuk keperluan
Investasi (pengadaan barana modal) ataupun untuk
keperluan modal kerja (exploitasi).

Penerima: dapat diberikan kepada semua penqusaha
baik pribumi maupun non pribumi.

Suku Bunga: untuk Investasi 12% / thn dan untuk
exploitasi/modal kerja 18% / thn di hitung secara

flat rate.

Jangka waktu kredit: Untuk investasi maksimum 3
tahun dan untuk modal kerja maksimum 2 tahun.

Besarnva Kredit: untuk Masabah baru maksimum Rp. 3
Juta dan untuk Nasabah lama maksimum Rp. 5 Juta.

Jaminan Kredit KUPEDES :- Jaminan benda tidak
bergerak (tetap) seperti tanah., Bangunan,

- Jaminan benda bergerak seperti mobil. sepeda
motor, alat-alat rumah tangga surat berharga,

sepertiTabanas dan Deposito.

Sektor vyana bisa dilavani baik untuk kebutuhan
investasi ataupun modal kerja adalah Pertanian,
Perdagangan, Perindustrian, Jasa Dunia Usaha dana

berpenghasilan tetap.

Lain-lain persyaratan bisa dihubungi semua BRI
Unit/Unit Kota diwilayah Lampung Tengah.



Hama Prograx

: Kredit Usaha Tani

Tabun Program : KT. 1988/1489

DATA FREFENEANGAN EREDIT USAHA TARI
INTENSIFIEAST PADI DAN PALANIJA
FOSIST ARHIR N AR E T I48Y

(DALAX RIBUAN RUPLAH)

K0,

EANWIL/EARCAKO
Bank Rakyat Indomesia

DEBITUR, Ha

Jl

o

]
]
1
t
t
'
[}
t
]
'
]
L}
]
'
]
t
]
'
1
1
[}
t
]
1
1
1
|
1
]
'
1]
'
'
)
]
]
1
1
[}
!
[}
)

04,77 |

PADARG - Pad i +) vo46 L 12,681 )
-Padi N 1 TR A0 O

- Palawija Voo 1%,
LANPORG - P ad i LR VI &1 B
-Padiny) T AN

- Palawija D I I K

- Palawijax) | M4 ! {61 ,

] ] [}

] 1 t

SORABAYA - Pad i v 471 237,086
- Palavija V82 y 6,31 )

] ] 1

] 1 ]

NATARAN - P ad i c 18 58,1928
- Palavija N 3,

SUL. SELATAR - P ad i #); 83 ! 92,615
-Padi | 123 | o6y,s86 !

- Palawija |} 29 ! 7,852

Eeterangan :

t} Supra Insus
1} Kelospok Tani
t1) Supra lnsus Fel

' NUTAS ] v SISk EREDIT v TUNGGAEA® 11!
_____ [ ] ] ]
[ ] 1 1
£p. . LEBET | EEEDIT DEBITUR !  Rp. (DEBITUR; Rp. |}
______ ——— ]
LMV ) 1,103,950 ) 0, {6, 1,103,950 ! 0, 0
L4,767 7 25y, T ! 8,733 ) {0y 281,015 0 0
12,000 ) £.426 ) 0 1. 5.426 0 0!
. ] [} [ 1 ] 1
1 ] 1 [ t 1 [}
8,170,432 ) 6,184,432 % 73L,785 65 | 5,431,707 ! 0, 0
2Y,26% | 23,207 1 1. 19,287 ) 0! 0
638,950 , 643,635 ¢ 22,519 ! 197 621,116 ! 0, 0.
57,696 | 57.646 | 0 ", 57,696 , 0, 0,
] ] 1 ] 1 1 i
] ] ] ] [} [} 1
ST)843,757 ; 23,480,889} 240,007 ¢+ 447! 13,240,882 , 0 0,
2,195,835 § 1,121,229 % 178,854 ! /) 9,318 0, 0}
i ] [} I i ] |
] 1 1 1 1 1 ]
6,083,050 ) 4,645,435 } 25,350 ! 78 ) 4,620,085 | 0, 0!
154,000 ; 84,923 0 [ 89,928 | 0, 0
: : o oo
8,200,583 | 4,603,479 ¢ 2,187,504 ! 83 ) 1,421,975 1 0] 0,
b,884.813 | 6.04u,806 ¢ 98,503 ! 122} 5,942,297 1 0 0,
§47,508 ! {1g,728 | 3,003 Wy 13,723 0, 0!
1 ] ] [} 1 H |
ieremmm e Vo o I-______,,-_-i_-_..___l.._.___..--_.__-l.._._--_I____,_-___l
TH267,295 ) 47,664,834 | 3,447,198 ! v LT 0 0
: | : : i ' '
...................... :
11 Belur Jatuh Tespo
. Tani

g xtpuaddy



10.

11,

12.

13.

Appendix 9

SISTIM PENILAIAN KUD MANDIRI

Mempunyai anggota penuh minimal 25% dari .Jjumlah’
penduduk dewasa yang memenuh i persvaratan
keanggotaan KUD di daerah kerjanva.

Dalam rangka meninakatkan produktivitas usaha
anggota maka pelayanan kepada anggota minimal 60%
dari volume usaha KUD secara keseluruhan.

Minimal tiga tahun buku berturut-turut RAT
dilaksanakan tepat pada waktunva sesuail petun.juk
dinas.

Anggota Pengqurus dan Badan Pemeriksa semua berasal
dari anggota KUD dengan .,Jumlah maksimal untuk
pengurus 5 orang dan Badan Pemeriksa 3 orang.

Modal sendiri KUD minimal Rp. 25.- juta.

Hasil Audit laporan keuangan lavak tanpa catatan
(unqualified opinion).

Batas toleransi deviasi usaha terhadap rencana usaha
KUD (Program dan Non Program) sebesar 20%.

Ratio keuangan
Liquiditas., antara 150% s/d 200%.
Sulvabilitas, minimal 100%.

Total volume usaha harus proposional dengan .ium!lah
anggota, dengan minimal rata-rata Rp. 250.000 per
anggota pertahun.

Pendapatan kotor minimal dapat menutup biava
berdasarkan prinsip effiensi.

Sarana Usaha lavak dan dikelola sendiri.

Tidak ada penve lewenaan dan manipulasi vana
merugikan KUD oleh pengelola KUD.

-Tidak mempunyai tunggakan.



Klassiftikasi KUD di Berberapa Propinsi
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Appendix 11

10 Jurus Kemampuan Kelompok Tani

Kemampuan mencari. mevampaikan. menruskan dan
memanfaatkan informasi. {(pencatatan usahatani nelavan,
pra dan pasca panen. teknologi ekonomi dan technologi
sosial).

Kemampuan merencanakan kegiatan untuk meningkatkan
produktifitas usahatani nelavan (termasuk pasca panen
dan analisa nelavan) para angegotanva denfan penerapan
rekomendasi yvang tepat dan memanfaatkan sumber dava
alam secara optimal.

Kemampuan kerijasama kelompok dalam melaksanalkan rencana
secara konsisten dan disiplin.

Kemampuan mengadakan dan mengembangkan ftasilitas atau
sarana ker.a vang diperlukan kelompol.

Kemampuan melaksanakan dan mentaati perjan.iian denegan
pihak lain.

Kemampuan pemupukan modal dan pemantfaatan pendapatan
secara rasional.

Kemampuan mengatasi keadaan darurat sepnerti baniir.
kekeringdan, eksploitasi hama/penvakit dan lain-lai1n.

Pensembangzan kader kevimvinan dan keahlian dari anggota
kelompolk untuk dapat melaksanakan tugas Kkhusus  vang
memerlukan keahlian (termasuk wanitatani nelavan dan
tarutani nelavani.

Hubungan vang melembaga antara kelompolk tani nelavan
dencan KUD.

Tingkat produktitfitas dari usahatani nelavan vara anggota
kelompol.



PROPINST JAWA TIMUR
RREDIT USAHA RAKYAT KECIL
CONTOIl SISTEM ANGSURAN DPINJAMAN LEMBAGA KURK

BESAR JENIS S1STEM BLESAR JUMLAH BIAYA PENGELOLAAN S IMPANAN
PINJAMAN PINJAMAN ANGSURAN TIAP ANGSURAN ANGSURAN (B P)

Rp. 30.000 liarian 22 llari 1.500 33.000 1.050 1.950
Rp. 30.000 Pasaran 12 Kali 3.000 36.000 2.400 3.600
Rp. 30.000 1 Mingguan 12 Kali 3.000 3¢.000 3.000 3.000
Rp. 30.000 2 Minguan 12 Kali 3.300 39.600 6,000 3.600
Rp. 30.000 4 Mingguan 12 Kali 3.900 46.800 12.000 4,800
Rp. 40.000 llarian 22 Hari 2.000 14.000 1.400 2.600
Rp. 40.000 Pasaran 12 Kali 1.000 48.000 3.200 4.800
Rp. 40.000 1 Mingguan 12 Kali 4.000 418.000 4.000 4.000
Rp. 40.000 2 Mingguan 12 Kali 14.400 52.800 8.000 4.800
Rp. 40.000 4 Mingguan 12 Kali 5.200 62.400 16.000 6.400
Rp. 50.000 llarian 22 llari 2.500 55.000 1.760 3.250
Rp. 50.000 Pasaran 12 Kali 5.000 60.000 4.000 6.000
Rp. 50.000 1 Mingguan 12 Kali 5.000 60.000 5.000 5.000
Rp. 50.000 2 Mingguan 12 Kali 5.500 66.000 10.000 6.000
Rp. 50.000 4 Mingguan 12 Kali 6.500 78.000 20.000 - 8.000
Rp. 75.000 llarian 22 llari 3.750 82.500 2.625 4.875
Rp. 75.000 Pasaran 12 Kali 7.500 90.000 . 6.000 9.000
Rp. 75.000 1 Mingguan 12 Kali 7.500 90.000 7.500 7.500
Rp. 75.000 2 Mingguan .12 Kali #.250 99.000 15.000 9.000
Rp. 75,000 4 Mingguan 12 Kali 9.750 117.000 13.000 12.000
Kp.100.000 Harian 22 llari 5.000 110.000 3.500 6$H.500
Rp.100.000 Pasaran 12 Kali 10.000 120.000 8.000 12.000
Rp.i00.000 I Mingguan 12 Kali 10.00C 120,000 10.000 10.000
Hp.l10OU.000 2 Mingguan 12 Kalit 11.000 132.000 20.000 12.000
Rp.100.000 4 Mingguan 12 Rali 13.000 156.000 40.000 16.000

71 xTpusddy
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BANK UMUM KOPERASI (BUKOPIN)
VILLAGE CREDIT

I. LOAN AND SAVING PROGRAM

This program is carried out by Rural Cooperatives Units

under cooperation with BUKOPIN, It is a further

development of the QTA-46 Project ( Rural Cooperative

Credit Service Centre ) which was initiated in 1985 with

assistance from RABOBANK, Netherlands.

II. OBJECTIVES

1. To mobilize savings from rural societies tfor the
accumulation of cooperative's equity capital.

2. Tc develcp a rural credit system suitahle for lower
income group earners in the villages.

3. To encourage cooperative members to develop
profitable businesses in order to improve their
income and welfare.

4., To increase the role of BUKOPIN as the bank owned
by cooperatives to strenghten the capital formation
of cooperatives in Indonesia.

IITI. TERMS AND CONDITIONS

A. RURAL COOPERATIVES UNITS

1. Have a cooperative legal status.

2. Obtain at least B classification.

3. Already have loans and savings department.

4, Already have groups of members.

5, Obtained a recomendation letter from the local
Department of Cooperatives Office.

6. Agreed with the terms and conditions stipulated by
BUKOPIN.

B. GROUP OF MEMBERS

1. Have been selected by BUKOPIN and the Rural
Cooperatives Unit concerned.

2. Comprises of the least 50 people.

3. Each group has their own executive committee.

IV. SAVING AND LOAN

A. SAVINGS

1. Initial savings : The amount is stated in the
article of association.
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2. Compulsory savings : Rp. 1,000 minimum per month and
accumulated for three months.

3. Special savings : Derives from 80% of the dividend
declared at the end of the year.

4, Voluntary savings : From the members and non members

of the cooperatives. A competitive interest is
provided for this kind of saving.

'B. LOAN

To obtain the loan each member should have:
1. Obtained membership.
2. Fulfilled the compulsary savings requirement for at

least 3 months.

V. TERMS AND CONDITIONS OF THE LOAN
A. FROM BUKOPIN TO RURAL COOPERATIVES UNITS
BUKOPIN extends an initial capital loan selectively. The
lJoan is 5 years with 18% interest rate per annum.
B. FROM GROUP TO MEMBERS
1. The interest rate is 4% per month or 1% per week on
the ocutstanding balance, pavable at maturitv date.
From the 4% interest rate, 50% is returned to the
group and broken down as follows
80% . for special savings
12% . for capital accumulation in the group
4% . ftor provision ot own equity
2% . for provision of social purposes
2% . for provision of training
2. The ioan is 6 month maximum or according to the
farming season.
3. The loan 1is provided on the basis of project
viability of members businesses,
4. Collateral for the loan would be in the form of any
properties owned by the members.
C. RISK OF BAD DEBT
To be the joint responsibility of the members.
VI. LOAN APPLICATION PROCEDURES

A. RURAL COOPERATIVES UNITS TO BUKOPIN

1. Loans application to BUKOPIN,

2. Head of the Regional Office of Department of
Cooperatives recommends the proposal by Rural
Cooperatives Units.
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Concise loan analysis prepared by BUKOPIN's staff.
BUKOPIN sends a letter of approval to Rural
Cooperatives Units.

Signing of loan agreement.

Loan disbursement.

B. MEMBERS TO THE GROUP

1. Each members furnish the application forms that are
available at the group.

2. Concise loan anlysis prepared by the committee of
the group together with the Assistant Manager of the
Loan and Saving Department of Rural Cooperatives
Units.

3. Signing loan agreement.,

4, Loan disbursement is made after one week of its
approval.

VII. RESPONSIBILITIES

A. BUKOPIN

1 Organizing trainings for the Rural Cooperatives
Units and Group Members.

2. Provide Guidance to the Rural Cooperatives Units and
Group Members.

3. Managing the surplus funds of the loan and saving
departement ot the Rural Cooperatives Unitls.

4, Orcganizing rural credit administration center at the
Eural Cooperatives Units, including training ftor
Assistant Managders of the loan and saving department
of the Rural Cooperative. Units.

5. Extending the working capital loans +to Rural
Cooperatives Units and Group Members.

6. Organizing monthly meeting with the Rural

Cooperatives Units and Group Members.

B. RURAL COOPERATIVES UNITS

Organizing the administration center of the group.
Provide guidance and supervision regularly at least
once a week.

Signing loan agreement with BUKOPIN and evaluating
credit applications of the members.

Organizing meetings of the committee of the group
once in three months.
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VIII. DEVELOPING MEMBERS BUSINESSES

For the members who have larger scale businesses and need
larger loans above the available ceiling, theyv could be
assisted directly by the loan and savings department in
the Rural Cooperatives Units or by

the nearest BUKOPIN branch office.

C. COMMITTEE OF THE GROUP

1. Organizing the loan and saving administration center
for the members.
2. Signing loan agreement with BUKOPIN and evaluating

credit applications of the members.

(%]

Organizing meetings with all members once a month.
4, Managing the voluntary savings from the members as
well as from the non members.

(Source BUKOPIN}
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Recommended Reading

"Rural Sector Review" (Indonesia)

world Bank, 1988.

"Credit In Support of Rural Development: An Evaluation of
the Credit Component of the Indonesian Prov1nc1a1 Area
Development Program’

John M. Dukesbury & Christopher James for USAID, 1988.

“Mid-Term Evaluation of The Financial Institutions Development
Project (Phase I)"

Susan Goldmark & David Lucock for USAID, 1988.

"Establishment of Credit Window Units In Indonesia"”

Dallas S. Garland for GOI/USAID, 1988.

"Undermining Rural Development with Cheap Credit”

Dale W. Adams.

"Rural Credit, Lessons for Rural Bankers and Policy Makers”

by K.P. Padmanabhan, Intermediate Technology Publications of
tondon, 1988,

"A Manual of Credit and Savings for the Poor of Developing
Countries"”

OXFAM, Oxford, England, 1987.
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Glossary of Terms

Badan Kredit Kecamatan (BKK): Sub-District Credit Body.

Bank Indonesia: (BI): Central Bank of lndonesia.

Bank Pembangunan Daerah: (BPD): Provincial Development Bank.

Bank Rakyat Indonesia (BRI): Peoples’ Bank of Indonesia.

BRI Unit Desa: Village Savinas/Credit Unit of BRI.

BUKOPIN (Bank Umum Koperasi): General Cooperative Bank.

BIMAS (Bimbingan Massal): Mass Guidance (for national rice
self-sufficiency program)

Desa: Villaae.

Kabupaten: Distirict. (The level of aovernment 1immediately
below provincial level).

Kecamatan: Sup-District.

Kelompok Tani (KT): Farmers’ Group.

Kredit Usaha Tani (KUT): Farmers' Business Credit.

Koperasi Unit Desa (KUD): Villaae Cooperative Unit.

KUPEDES (Kredit Umum Pedesaan). General Viliaae Credit.
(Administered by BRI)

KURK: Kredit Usaha Rakvyat Kecil. Small Business Credit
(Supervised by BPD East Java)

Lumbung Pitih Nagari (LPN) Loan Unit based on a traditional
ethnic group. (West Sumatera).

Lumbung Kredit Pedesaan (LKP): Village Credit Unit. (NTB)

Palawija: Secondary food croo.

Pusat Pelayanan Kredit Koperasi Pedesaan (PPKKP) Village
Cooperative Credit Service Centre. This 1s the village credit
unit within BUKOPIN.

Simpan-Pinjam: Savinas and loans.

S8IMPADES (Simpanan Pedesaan). Village Savings. (Administered
by BRI).

Usaha Bersama: working Together.




