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Eng. Zeinab Salem, Advisor Ry TN

Mr. Mahmoud Nour, Advisor Ly Y i
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From:

USAID: Mr. Clemence Weber, AD/AGR
Mr. David Alverson, OD/AGR/ACE
Mr. Ali Kamel, PO/AGR/ACE

Others: Dr. Dale Adams, Ohio State University
Dr. Richard Patten, Harvard University

Wilmot AverL/ 4¢P/Tea Leade APCP-Chemonics
&./1// A L{((/

Subject: Comparatlve analy51s (BRI/BPM) to (PBDAC)

setting forth Nivine El Oraby’s recommendations
for PBDAC's consideration.

CcC:

My memorandum of April 1, 1996 transmitted Nivine EI
Oraby’s trip report to the Bank Rakayat Indonesia and
Bank Pertanian Malaysia. Nivine took the time to prepare
the attached matrix analysis comparing what these two
banks do for certain of their programs and operating
policies to what she believes PBDAC might consider doing
to improve its system. The comparative matrix is brief,
concise, and specific.

Again Nivine has prepared an excellent paper in both
English and Arabic and we on the APCP staff strongly
recommend that the senior officers of PBDAC review this
paper to determine what might be suitable for PBDAC to

consider as appropriate to affect changes which would be
beneficial to PBDAC.

As time will not permit any further correspondence from
me I want to express to all my friends and colleagues in
PBDAC the very best for the future. Most important it
has been a great pleasure for me to have had all of you
to work with and I bid you all "Maa Salamah".

Chemonics/H.O. & All APCP TAs

(WA/mb Disk 13 - NEOANAL)
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To: Bill Averill
From: Nivine El Oraby
Date: April 21, 1996

Subject: Bank Rakyat Indonesia (BRI) and Bank Pertanian Malaysia (BPM)

Further to the visit report dated April 18, 1996, please find attached as you
asked a table highlighting the way BRI/or BPM are handling certain aspects
successfully, that we would recommend PBDAC to adopt such practices where
possible.

I would also like to relay BPM officials’ interest in having a letter of intent
with PBDAC concerning exchange of study visits between the two banks.

Thank you,
Nivine El Oraby
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PBDAC

BRI and/or BPM

1. Interest rates on loans are unified bank-wide,
regardless of the difference in administrative costs
between the different levels.

In BRI Units (VBs) where administrative costs are as high as 10% due to small
size of the loans, interest rates are 2% monthly flat, i.e. calculated upfront on
principal loan amount not on a reducing basis with gradual repayments. This, they
said, results in annual interest of about 32% in VBs, as opposed to Branches
where interest is between 18 and 25% only where administrative costs are lower.

2. Interest rates on loans are subject to decrees from
outside the bank.

The bank sets its own interest rates. Exceptions are programmed loans with cheap
funding from government and Central Bank, but these are not in village banks.

3. On delays in loan repayments, a penalty of 1% is
charged.

Since the interet rates is set by the bank at a level that adequately covers all costs
+ risk margin + reasonable profit, the bank can afford to encourage the borrowers
to pay on time by offering a bonus for timely repayment, for 0.5 % monthly, i.e.
monthly interest in VBs to be 1.5% flat rather than 2% flat, after the refund. The
refund is done semi-annually in case of regular payment for six consecutive
months.

4. PBDAC is currently in a transitional stage, starting to
broaden its lending to cover all rural activities, as
opposed to agriculatural-related activities only.

BRI (but not BPM) liberalized their credit since 1984 by introducing their VBs
general rural credit program 'Kupedes' with no targeted lending. Kupedes loans
outstanding developed from Rp. 111 billion in 1984 to Rp. 3191 billion in 1995.
Rate of collection is about 98%.

In VBs there are no programmed loans or subsidized interest rates.

5. Loan instalments are monthly on a limited scale.
Most often they are at larger intervals: annually,
semi-annually or quarterly.

In BRI, most loan instalments are monthly, i.e. not only for short-term loans.
This is recommended for BPDAC wherever client's cash flow allows, for better
monitor of conduct, so that any problems can be identified at an early stage.

6. Most bank staff try to avoid working in VBs because
of bad working conditions and heavy work-load.

In BPM, there's an allowance for working in VBs 'suduts', in view of bad working
conditions and inadequate security in villages.
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7. Many VB Managers consider that they have staff 7. The number of needed book-keepers doesn't depend on the number of customers
deficit because the number of 'fichas' (customers' per se, but on the number of transactions over a certain period of time, say 6
A/Cs) that they have is huge, so several ficha-clerks months. This is what reflects work load for book-keeping.
are needed. As an example, we visited a BRI VB that has 8421 depositors with a total of

(equivalent to) LE 4.7 million, and 933 borrowers with a total of LE 1.6 million,
while the VB is fully operated by 6 people only including the Manager.

8. There is no deposit-mobilization function in the 8. In BRI: 35% of the Credit-man's time is for deposit mobilization; the rest is for
Bank. loan marketing and credit nalysis.
In BPM: there's a significant focus on deposit mobilization as follows:

a. In a'sub-district branch', (patriot-center) which is a level lower than 'main
branch', no loans are processed except upto R10,000 (LE15,000) for wage-earning
customers only. So out of a total of 5 employees in the sub-district branch, 3 go
out for deposit mobilization, and the only 2 who stay in the office for internal
customer service are the mananger and the teller. We note here that the deposit
mobilization officers conduct the necessary operational procedures at client's end
as well, i.e. it's not only a promotional visit, but they also collect the money, give
out the receipts, and so on.

b. In a main branch that we visited, total staff were 11, of which 4 were for
deposit mobilization on full-time basis. The others are:

- Manager

- 2 credit

- 2 administrative

- 1 for borrower customers' A/Cs

- 1 for financial affairs & depositor customers' A/Cs.
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PBDAC BRI and/or BPM

9. Personal visits to customers for mobilization of 9. Personal marketing is the approach to deposit mobilization in both BRI and
deposits isn't favored by many bank staff. They BPM. Development was as follows:
consider it degrading. Even in BIP where this is
done by staff selected for this job, most of their a. In BRI, deposits in VBs alone increased from Rp. 287 billion in 1987 when
managers are complaining: they say there's no mobilization activity started, to Rp. 6,015 billion in 1995.
control on what the mobilization officer is spending
his time doing outside the bank. b. In BPM, customer deposits were negligible uptill 1990 when the government

told them not to rely any more on government funding. Aggressive
mobilization started only in 1991, present deposit balance R 4 billion, i.e. about
LE 6 billion.

BPM's marketing slogan is 'BPM at your Doorstep'. Marketing officers go to
clients wherever they are. They consider that this is the most suitable approach
for rural areas.

10. Many of the rural customers that we visited jointly | 10. In BRI VBs, even though the cash level permitted at month-end is only LE
with the BIP deposit mobilization officers, 750-LE 2250 which is lower than PBDAC, yet the daily balance permissible is
complained from frequent cash shortages in VB's equivalent to 4% of deposits, i.e. a VB having deposits of about LE 2,000,000,
vault, which doesn't allow them to draw money can maintain LE 80,000 in its vault daily uptill month end.
from their accounts when they need. The permitted
cash-level in VBs ranges between LE 5-10 thousand
and some times LE 3.5 thousand only.

11. Total staff is about 30,000, total outstanding loans | 11. In BRI: total staff 43,000, total loans at end 1994 LE 29 billion , and deposits

LE 5.3 billion and deposits LE 3.6 billion.
Administrative costs are said tobe 4 - 5%.

LE 22 billion. Administrative costs also about 4 -5%.

In BPM: (established 1969) total staff 2,500 only, total loans at end 1994
equivalent to LE 1.2 billion, and deposits LE 3.2 billion. Administrative costs
only 1 % or 1.5%.
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12. In BIP, even in cases where the client is convinced | 12. BPM developed a system where the bank officers' visit to customers is not only
by the marketing officer's visit, he might not go to promotional. They have all necessary documents for opening accounts and
the bank to deposit funds because of time and collecting funds from customers. To avoid delinquency, no bank officer goes
distance, also because of queues in the bank. alone to collect funds, they have to be two together. Also they take the bank

receipts from the bank in serial numbers, and return them back to the bank as
such. They have to deliver collected funds to the bank on the same day.
Delinquents are fired and/or put to jail.

13. Many marketing opportunities go wasted because 13. BPM overcame this by devising an Islamic saving instrument and a time-

of the anti-bank-interest religious concept. deposit instrument where the annual return is equivalent to the economy's rate
of inflation announced by the government. This is acceptable by the customers
because it is merely a compensation for the fall in money's purchasing power
resulting from inflation.
Also in Islamic time-deposits, an additional bonus is paid by the bank for 1-3%
depending on bank's net profit.

14. In BIP, many marketing visits do not materialize 14. BPM overcame this for Indonesian and other immigrants living in Malaysia
because the prospective customer (especially with no identity cards, by devising a bank identity card issued by the bank
females in the villages) has no identity card, so he carrying the customer's photo, for the specific purpose of dealing with the bank.
can't open depository A/Cs with the bank.

15. Also in BIP's visits to schools for deposit 15. In visits to schools, students who respond positively can open bank accounts on
mobilization, after we introduce bank deposit the spot by use of their birth-certificates’ number as temporary identification till
products, we have to wait till the student's parent parent goes to the bank any time later to complete procedures, and/or to
comes to the school, at his convenience, to open the withdraw. - any money if needed. Birth-certificates are available in the school
A/C for the kid. Many do not find the time to anyway.

come so marketing efforts are wasted.

Page (5)
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16. BPDAC has a wide variety of deposit products that | 16. BPM went a step further by introducing very interesting ideas, examples are:
suit various types of customers. Also among
promotion tools, several BDACs designed stationery a. they provide insurance services in association with some of their deposit
and other small gifts carrying bank's names for instruments, (see report of 18/4/96 for details).
depository customers.

b. sometimes they hand-out piggy-banks to all students in a school (i.e. not only
those who did open A/Cs) and tell them we'll come back to you in 2 months' time
to open those piggy banks and place your savings in bank A/Cs in your names.

c. marketing-officers go to vaccination centers because this is a place that every
mother will certainly go to, to convince mothers to place any funds she received as
gifts-for-delivery in A/Cs in baby's name. This idea was very successful, and 300
new A/Cs were opened in one month.

17. To achieve deposit 'targets', bank staff often resort to | 17. BPM used to do this in the past. But since they started in 1991 their aggressive
forcing borrowers to place some funds in depository campaign and started to reach out to all the public, they no longer need to force
accounts. borrowers to place any deposits. They have a huge surplus.

Also to achieve their targets they not only go to new prospective customers but

they also pay special attention to the existing depositors because their number is

huge: i.e. a small additional amount solicited from each adds up to large increases
in deposits on hand.

18. Many VBs are located very far from the central 18. We visited one of BPM's VBs, which consists of only one small room, rented,
crowded area, which has a negative effect on deposit with 2 employees only. It is located right next to the port and the fish-trading
mobilization. market. All fishermen opened accounts to deposit daily sale proceeds. This VB

was established only 3 years ago and now had deposits of Ringgit 3 million, 1.e.
LE 4.5 million approximately. Vault's permitted cash level equivalent to LE
75,000.
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