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Introduction 

increasingly attracted worldwide
 Rapid development in Asia has 


impressive because it occurred
 
attention, and has been Especially 

accompanied by modest 
under a variety of political regimes, was 


inflation, and its fruits have been relatively 
equitably spread.
 

or
marked contrast to econ,.imic stagnation
Asia's growth stands in 


that domir.ates Middle­many African countries, the turmoil
decline in 


and the uneven economic performance in Latin 
Eastern countries, 

and hard v.ork explain
American. Creativity, oran.:izational ability, 


part of Asia's growth, but in addition, a significant part of this
 

due to policies that are growth­
e:xceptional per+ormance has been 

price controls,strangle aqricultUre-. -ood
promoting. Policies that 

investment in agriculturalraces, and lack ofovervalued exchange 


been less common in Asia than in
 
technology and infrastructure-have 

Many policies have benefited agriculture directly 
or
 

other regions. 

result, rural development also has been
 as aindirectly, and, 


can be cited to support the
cases
impressive in the region. Asian 

must have a healthy agriculture before other view that most countries 


parts of the economy grow rapidly.
 

overall economic growth, and the
 
Because of the impressive 

the region,of tinancial markets within
differences in the performance 



be learned by studyirg iasia s rural +inanci, l
important lessons can 


markets (RFMs). Five distinctive features of RFMs in Asia wiLl be
 

(I) the substantial amount of
hiqhliqhted in the following discussion: 


research that has been done on problems of RFMs in Asia compared to
 

other regions: (2) the tremendous diversity that is found in Asian
 

k7) the large amount of innovation and change that is occurring
RFMs: 


in these mar ets; (4) the emphais placed on rural savig
 

RFMs; (5) the ability
mobilization in some of the most successful and 


of RFMs in Asia to Lerve large numbers of borrowers and savers of
 

small amounts. A~ter discussing these distinctive features, I draw
 

in Asia. I open with
conclusions about what can be learned from RFMs 


a brief overview of the contributions of tinancial intermediation to
 

development as a backdrop for my presentation.
 

Functios of Financial Marlets
 

While poorly "nderstood, the normal functions of unmolested 

financial morrets ar& simple. [heir primary contribution is to 

inIt.erTed at "srj def cit firms or househoids (units).'.iting 1. and 

h Kesources that e:,een its attractive intra-+irmunit may rve 

investment or consumption oppor tiinities. (in economic jargon, the 

unit tanen iolo". ms-in Jl retir-y Yo investments or low marginal utility 

+rom additional current coniumption). Financial intermediation allows 

the surplus + (rn household earn a return on itsur to higher rate o+ 

e'cesses or to posp ine consunption until additional goods would yield 

more .atisacion. As Gonzalez-Vega has pointed ont, when surplus 

with a +inancial intermediary, they
units voluntarily deposit money 


are avoiding lower return investment and consumption alternatives
 



use these low-retL~rn
 
They would be forced 

to 

own unit.
their It is
withinl 


was not available. 
intermediation
financial
alternatives if 


are surplus units 
for
 

firms and households 

often overlooked 

that most 


even in the poorest
 
time, while other 

units, 

least short periods 

of 

at 
 This
1978).(Von Fischke,

for longer periods
have surplusessociety, 

a large
serve
market can 

properly functioning 

financial 

means that a 


attractive deposit
 

inhabitants by providing 
extensive and 


number of 


services.
 
the claims­

intermediaries can 
use 


same time, financial

At the 


to a smaller 
to issue loansunitsfrom surplusmobilizedon-resources 

firms. Especially in orhouseholdsdeficitof creditworthynumber there
 
are relatively static, 
in those that 
even 


dynamic economies, 
and 


on highto capitalizeare utablethatunits 
are large numbers of 

(Inalternatives.consumptionor attractiveoptionsinvestmentreturn constraintliquiditya bindingare facingunitsthesejargon,economic 
Loans allow deficit
 

investment activities).
or 

in their consumption 
 oi­incomeboostand to 

or consumptionproductionto increaseunits 
transfers claims-on­intermediation
Financial
satisfaction.current 

these
 
and the spending 

of 


from surplus to deficit 
units, 


resources 

units.to deficitfrom surplusresourcestransfersin turn,claims, 

afterthe process, even 
gain from

ard borrowersBoth savers 
the transactions for
 

a small percentage of 

withhold
intermediaries 


markets are
 where financial 


their service. Compared to barter, 
or 


and
 resource use 


fragmented, society 
also realizes more 

efficient 


well integrated.
system are 

increased output 

when financial 


is allowing
intermediation
financial 

A secondary contribution 

of 


This is particularly
 
efficiently manage 

uncertainty.

more._to 




important for farmers. Because of vagaries of the weather, pests, and 

swings in prices
governments farmers commonly experience wide 


they must adjust toreceived, crop yields, and incomes. To survi.'Q, 


these risks by holding surplus crops, livestoc , gold, money, or other
 

can be easily liquidated.
forms of savings--including deposits--that 


intermediaries
Unutilized credit reserves with family, friends, 	and 


are also important ways to manage uncertainty. To be useful in risk 

management a fir.-,ncial system riust offer a large 	 number of people 

enough to provide aconvenient deposit services and also be +lexible 

large number of creditworthy people access to loans. 

In addition to the resource allocation and ris . management roles 

and donorsthat financial intermediaries normally play, governments 

distort financial marets th. Ouqr. loan targeting: to speedregularly 

development in a given area, to help a certain, group of people, or to 

boost a particular actii ty (Sauay and others, Fry) . Folicymakers 

also man i pul ate cr ecj t pr-ogra.fms t o com,)ens.te individuals for the 

e+fects uf 1atur l (ii- tJrs or tor ot ier government policies that 

adversely a fect a target gr-,mup ircc ne. 

Numer-ous gover n,,nents aI so -attempt Lo real locate income and assets 

to target groups tnrogr; i qrr d it progra ns and use cheap credit and 

timid loan r ec Tvery tw a1 Lte pCi Lti :al p.atronage. Some financial.)L 

markets are mauled near-t,--death by am :rous pol icyma:ers, politici.ans, 

and donors. 1hese actiov fragment +i-lancial markets and seriously 

their normal Functions. Thelse intrusions also cause savingsundermine 

markets with data about
mobilization to atrophy and overload financial 

loans that crowds out useful information (Adams and others).targ-t.ea 

http:targ-t.ea
http:com,)ens.te


on RFMs in A1sia
Literature 


mar'ets in

rural financial
available on 


Many publications are 


this literatLre iso+ 

(see References) and 

the volume and quality 

Asia 

found in other Third World
 to what is 

quite distinctive compared 


Taiwan, Japan, and South
 
For several decades the 

RFMs in 

regions. 


althoughand diagnosed,
ex tensively described

Sorea heve been 
Numerous
are in English.publicationsresultingfew of therelatively 

RFMs have resulted from 
efforts by the Asian
 

recent publications on 


FAO and the Asian and Pacific
 

Productivity Organization 
(APO), 


, several government(APRACA)
Credit Association 

Regional AgricuLltural 


of 1,500
in excess
There are
researchers.

and donor agencies, arid 


Even relatively

India alone (Grewal).


treat RFMs in 

publications that 


of
 
a rapidly increasing list 


as bangladesh
poor coLntries suCh have 

Bank). The
 
on rural fLnance (Esguerra, Bangladesh 

publizations 

has also produced a
U ral Credit (TBAC)

on AgQ-icLAItBoardTechnical 

that detail RFM problems and 
of e:,cel Lent publications

large number 
AFRACA and the
 

n e s " Recent pUblications by 
in the P'illIijP3progress 

into rural cedit­insi qhts
provide additional fasc:inating

World Bank 
(PRL). rte 

in thE Feoples Republic of China 
savinys operations 

Nepal, Sri Lanka, 
on kFls ii 1 doriesia, Thailand, 

o+ literatureamount 

(ADE).
is also e:tensiveand F' kistan 

this literature is descriptive and provides 
information on 

Most of 


by specific lenders or 
loans madeagriculturaland amounts ofnumbers 

The past several years
 (AID, APO, APRACA).
RFMsby entire formal 

savings deposit
publications describing 

in':reasiny numbers of 


this growing literature 
shows
 

Overall, 

activities have also appeared. 


expanded both 
in Asia have recently rapidly

of coutriesthat a number 



the nominal and real amounts of Formal agricultural credit. Rur-al
 

savings mobilization in Taiwan, the PRC, South Korea, and Japan has
 

also been reported to be impressive. During the 1970s Indonesia,
 

Thailand, and Pakistan were among the leaders in terms o percentage
 

increases in volume of formal agricultural loans. Despite overall
 

rapid increaEes in the volume of these loans in most Asian, there has
 

likely been a decrease in the real value of +crma! agricultural loans
 

during the ]ast few years ir at least three cnuntries: the
 

Philippines, Sri Lanka, &nd Vietnam. FubliLations on India show that,
 

in additi.pq to a substantial increase in the volume of formal
 

agricultural loans, there has been an even more dramatic increase in
 

the number of rural bank branches since the early 1970s. Less
 

dramatic, but important, increases in the numbers of formal financial
 

outlets hove recently occurred in the Philippines and Bangladesh
 

(Meyer and Esguerra).
 

Another sizable part o+ this lite-ature tocuses on the uses made
 

oi loans and the demand for credit: measuring the impact of loans at
 

the borrower lex el, evaluatinq the overall results of a credit program
 

or policy, or estimating loon demand. Credit impact studies have been
 

particularly prominent in India. Some attertion has also been given
 

t: thes~ is sues in the Phi lippirnes, Indouest a, 1hai land, and 

BanIgladesh. Much less ettention has been given to evaluating the 

sources of finarictal services and describing and e;plaining lender 

behavior. There has also been little research done on how government. 

financial market policies, overall economic policies, and donor 

agencies affect RFMs. 

http:additi.pq
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A small, but interesting, body of 
literature has emerged on
 
informal 
rural finance in 
Asia. This 
incli..des pieu.es 
on rotating 
savings and 
credit associations in Vietnam, Sri 
Lanka, South Lorea,
 
Indonesia, and 
India. 
 Additional 
papers on infor-mal lenders in
 
Malaysia, India, and the Philippines describe the operations of 
a
 
variety of 
informal 
rural lenders. 
 It is intereting to note that
 
informal 
lenders are given a 
more positive interpretation in the
 
literature than is 
heard in lay 
discussions in 
the retgion, especially
 

in Southern Asia.
 

As an aside, I am 
impressed by the differences in 
views about 
the
 
informal 
lenders that 
one finds in Asia. In most of East Asia very 
little is 
said about informal lenders and usury. In the Philippines
 
and in West and South Asia policymakers are preoccupied witi replacing 
informal lenders. B&ecaUse o+ the lacK of care-fUl research on the 
economics of informal lendinq and on the transactions cost of
 
borrowing from formal and informal sources, it is impossible to sort 
myth from reality in emotion-charged discussions about in+ormal 
1enders. I 6m Uncomtu- table with argUments--like those about 
moneylenders--that stereotpe groups o+ people and present a few 
horror stories to ma,: a general point. Discussions o+ informal 

There is 
very little information available 


lender-, are laced with anecdotes about interest rates that go as high 
as 40: percent per year, and evil moneyl enders who take away the Iland 
of the borrower. 

that
 
shows the avera__ borrowing 
cost on 
informal 
loans, documents 
the
 
average opportunity costs of funds handled by informal lenders, and
 
details valuable serv. ces that informal leniiei s provide (e:ception. 
are Singh, Harriss, POLuman, and EBarton). Mot dJ LUSSion
s of inLfriii 
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lenders have ethnical and racial undertones that I +ind distasteful. 

Clearly, more objective reaearch is badly needed in Asia oii the 

economics, rather than the ethics, of informal lending.
 

Several other topics have received recent attention in the 

literature: loan recovery problems, and deposit mobilization. Some 

studies show that several As an cou-ntries havE: chronic loan recovery 

problems, while lenders in other countries reQularly recover a very 

high proportion of their -farm loans. There is no accord or, the 

primary causes of loan default. Some argue that the problems lie 

mainly with borrowers who are too poor to repay--or that de+aulters
 

have had bad luck and are unable to repay. At the same time, others 

argue that lender shortcomings reduce loan rec:overy. Still others 

argue that loans are part of a grants system in which neither 

borrower, lender, or the government is seriOus about loan repayment. 

Research on deposit mobilization provides equally ambivalent results. 

Some of the liter ,tUre stresses the paucity of deposit mobilization 

due to the poverty of rural people, while other studies; report large 

amoun-its of savingM m'obiJized and emphasize the importance of the 

incentives and opportunitLes to save as determinants of savings 

behavior (Ong and others, Lee and others). 

I am encouraged that a Ia-ge amoLunt of useful research and 

writing is being done on RFMs in Asia. It re~lects the rapidly 

increasing capacity of Asians to ask and answer impoptant questions 

about rural +inance. It may also result from the presence of a 

relatively high proportion of successful RF-Ms that can politically 

withstand analysis and reporting. In some countries agricultural 

credit programs perform so poorly that researchers are afraid to 



-7 ,
 
- Ij 

that, "tha king is wearing no clothes." The volume of 
report 

increasing to the poifit where
literature on RFMs in Asia i, 

synthevis publications,to additional
consideration might be given 


of overall research design
some discussikir
multi-country analysis, and 


more useful to policyma.ers.

to make research results 


Di versi tjy.
 

in rural financial
a greater cliversity
The literature aiso shows 


from Japan to Pakistan than is
 
mark',ts among countries around the arc 


Three types of diversity stand
 
found in other regions of the qorld. 


rural financial service-,
in the sources of 
out: major differences 


and diversity in
 
diversity in performance of rural financial markets, 


the policy instrumentS used in RFMs.
 

Sources
 

sources of financial
 

Institutional 


formal and informal
A large variety o+ 


countries (Indonesia, BhhUtan,

be found in Asia. It someservices can 


in rural
N\epal) info0rmal loans bulkV large

Burma, Bangladesh, and 


the rapid growth in supply o+ formal loans 
In other coLntries 

growth in informal financial services in rural 

areas. 


has been accompanied by 

countries, rapid ex.:pansions in formal loans 
areas (Taiwan). In other 


the vol Iime of informal loari.s, at
 
have probably caused a reduction in 

is that everySri Lanka). My guess
while (Philippines and
least for a 


Asia. The
is found in some part of 

possible -form of informal finance 


finance reflect the Creativity of Asians, 
the
 

diversity in informal 


needs that e;ist, and a reluctance by
 
heterogeneity in financial 


farmers 
to use formal loans.
 



The institutional make up of formal sources of rural finance is 

also diverse across Asia. Farmers' associations or cooperatives 

dominate formal rural financial activities in South Korea, Japan, 

Taiwan, and The FRC. Various types of cooperatives also provide 

lesser proportions of financial services to roral people in many other 

countries in the region. My impression, however, is that cooperatives 

have declined in their importance as sources of financial services in 

many Asian countries during the past 20 years- Pakistan, India, Sri 

Lan a, and Bangladesh, for e ample, have recently stressed 

agricultural lending through banks. Much WA the cooperative credit 

system in the Philippines has largely disappeared and been replaced by 

loans from rural private banks and government owned banks. In at. 

least India and Indonesia there are also a large number o semi-formal 

financ al insti tutions that provi de important and e'tensive financial 

services in rural area, Gonzalez-Vega, Na>yar). In several countries 

the private sector plays a large role in providing formal financial 

services in rural areas (Tha FhLlipoDines &nd Malaysia), while in other 

countries most furmal cr edit comes trom government owned 

intermediaries (Vietnam, Burma and lhailand). 

F'erf ormance 

There is a broad range in the performance of RFMs in Asia. Some 

of the world's strongest rural financial markets are there along with 

several o4 the weakest. lso, some o+ the most sophisticated and 

comprehensive rural financial systems are located there (Japan, 

Taiwan, and South [orea) along with the most rudimentary (Burma, 

Bhutan, and Nepal). It is useful to use five criteria when measurinig 



-l­

the overall performance of RFMs: (1) the number and proportion o+ 

rural people who have regular access to formal loan and deposit 

services. (2) The amount and distribution of transactions costs 

involved in financial intermediation. (1) The extent to which 

financial intermediaries are self sustaining and generate enough 

revenues to cover their operating costs, losses due to defaults, and 

capital erosion due to inflation. (4) Loan recovery performance. 

And, (5) the extent to which RFMs are able to mobilize funds in rural 

areas.
 

Because most research in Asia has measured credit impact or has 

concentrated on credit projects, only fragmentary information on these 

five overall criteria is available. It appears, however, that formal 

RFMs in Iaiwan, South forea, and the PRC provide lending and deposit 

services to a larger propurtion of the roral inhabitants than do 

formal RFMs in Nepal, Burma, Indonesia, and Pakistan. 

Aside from India, bangladesh, and the Philippines, there has been 

very littl researzh dore on transactions costs in RFMs in Asia. rhe 

Indian research, along with more e,'tensive research done elseohere on 

this topic, show that Jpnider Ioan trans-ctions costs often e'ceed 

interest charges, .pecrially when small and new borrowers are 

some lenders ration loons byinvolved. This research also shows thai 

shifting part of their normal loan tranqactions costs to non-pratered 

borrowers. Additional informatiorn or transactions costs and the r 

distribution among the participants in i irnancial intermediation w",Id 

clarify the extent to which financial i"termediaries cover their c:ost. 

anO maintain the purchasig power o: their Inn portfolios. 1er l/, 

more research is needed on transactions costs in Asia. 
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There is more information available on loan recowery performance
 

than on any of the other criteria. While the usefulness of some of
 

this information is diminished by weak measures o-I loon recovery or by 

problems of unreported loan refinancing, clear patterns do emerge from 

this information. Several countries have chronic loan recovery
 

problems, while other countries have few problems. ihose countries
 

that have low crop prices and yields in agr.culture tend to have more
 

loan recovery problems than do those countrie, that have high
 

agricultural yields and attracti'e crop prices. 
 Also, those countries 

that distort financial marets in attempts to target loans, to
 

transfer income to 
certain groups, or who use these markets to 

allocate puliLtcal pstronaqe also tend to have serious loan recovery 

prob 1ems. 

As wil t be discssed more in dEtail later, there is a great deai 

of difference amorg countries in the emphasis placed on mobilizing 

voluntary saviongs in kFMs. In several countries (Taiwan and Japan) 

rural savinqE depo* its enceed the \ol ime of formal agricultural loans 

made in the contr. . As Lato h s poi nted out , voluntary rural savingr­

made a sizable contribut on to the early financi ,q of the non­

agricultural sector in Japan. Jo other couriies relatively few
 

voluntary savings are mobl :e, in r ra] areos and most oi the fund 

for agricCi tura! i -.Mn I! = governments or donors.le,,1dq O 


Policies 

A w ide ranqe o+ qovernment decisions a4fect RFMs. The diversity 

and number of these poljcies are too great to capture here. I'll 

only comment briefly on two t',pes of policies: those that a-fect the 



yields and prices in agr 1cul ture, and those a med at al Ler 1 ny 1end.r 

behavi or. 

It is clear that RFMs work better when farmers get relitively 

high yields and prices. It is easier -for intermediaries to mobilize 

savings and find creditworthy borrowers when agriculture is gr'-winqC 

vigorously. The strong'est RFMs in Asia are in those countries with 

relatively high agricultura'. prices, relatively large government 

investments in rural infrastrucfure, and with high agricultural 

yields. Excellent natural endowments of soil, climate, and water 

reinforce positive government policies. Correct policies, however,
 

appear to be more important than natural endowment: witness the 

prosperous +armers in South Korea with modest natural resources 

compared to the low oroductivity of farmers with far superior­

resources in the Mekonig Delta. The recent dramatic increases in 

agricultural output i, the PRC also demonstrate how sensitive 

agricuitural prCouweriLy is to government policies. It is typical for 

governments that abuse or ignore agr-ituLkture to also ditsLort. RF*Ms in 

attempts to right other wrongs. 1hese distortions in RFMs are largely 

ineffective in of+settinj the low prices and yields that farmers 

receive, and the losses from the dairage dune to the ability of the 

RFMs to carl' y out their notrinal ft-.ntions are subsLantial (David). 

A variety oF policies are used by cnovernments and donors in 

attempts to alter behavior or finaicial intermediaries. Policies in 

India and Bangladesh, fur example, are aimed at forcing ban:s to open
 

more rural branches. A numoer of countries in the region, including 

Thailand and the Philippines, require banks to lend a certain
 

percentage of their loans to agriculture or to rural target groups. A 



in the region also preferential redi-sCount 
number of countries use 

Most countries
stimul ate tarqeted lendLng.
lines in central banks to 

can be charged on formal
 
the interest rates that 
impose some limits on 


rancge from attempts toThesHepaid on firianc al depos: ts.
loans and 


very few interest
in Fai stan to
on 1oanscharge zero interest rates 

. onein the -'hillippilneregular credit lines 
rate restrictions :)n 

kIndia
-Ie::ile- nominal interest rates 
relati,vel iil
courtries have had 


been quic* to change these
 
and the FRC) , jhile other cunntr-es have 

kIorea, and Iaiwan). Some governments 
nominal rates (Indonesi&, South 


reserve
 
aJso reward or penalize ir-termeiary jehavior through 


and donors channel

In addition, governments

requiremeifnt adjustments. 


as a way of altering lender behavi or.
 
targeted funds into RFMs 

ty in the strncture, performance, and 
Why this tremnndous di',,Co-as 

the 
what. ca(n b,-- l,,irned +roir, it? In large part 

pol icies - Asin:, and 


in Asia because the cultures and
 
c,it F-dE are diversestrLctt.res 


mean that little 
can be learned
lhi Y does notare divel'se.societies 

common patterns. Many people become
Frrf c

] ng acr-s(1r on rFi es
frOmI I 


provide
1 1-reCesthe institutions that 
coIfiused h/ s'-r essing tIE, in 

some Unique
rt,1 p i'Inpi and searc-hii q for 

finan:ia] serv. u teo r 

be placed on the 
I +ct-l [ir imary emphasis should 

II-. l stead ,tIst I tt 

how various types

the +ivnanci..l iitermediaCr os, and on 


performance of 


This may lead to generaliZatiolns

this performance.of policies affect 

a Irqe (7f countries.numberacross
that are applicable 


and Chanqi
InnovattL 


on in RFMs -in Asia than 
innovation and charge going
There is more 


This includes major
the Third World. 

can be found in other parts of 
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adjustments such as the deregulation of interest rates in the 

the FRC's RFMs from serving large

Philippines, the reorientation of 


the reverse in
 
production units to catering to small units, and 


While these major changes mai:e the headlinos, 1 am even more
 
Vietnam. 


large number of small, often isolated, financial
impressed with the 


it is a veritable bubbling caldron ot riew ideas
 
innovations in Asia. 

whose diversity and zomple,:ity can only be toUched upon here. 

types of innovations: those
Financial intermediaries create two 


evade the intent of, some regulation Or
 
dilute the effect of, or 


policy that adversely affects the intermediary; and inventions tha.t
 

or allow the intermediary to
 

that 


redLAce tne cost.s of existing services 


The first class of innovations contribute
provide new services. 


country, wi-lle the cost-reducing
tittle to tle well-beinq of a 


modern economy. I see +ar more of the
 
innu'vations are vital for any 


Many creoi programs in Asia, for
 
lactter type ,o+ innovations in Asia. 


e:,:amplu, he, , e:perimented with various iorms of group loans in
 

- improve loan collection (e.g.
s
attempts to lower tranisaction cost. and 


and the F'hilippines). NUmLroCjus projects have also
 Thailand, Nepal 


used mobile banf-s as a methos of te-tending financial services into
 

s in several countriesend Fa istan) . Barremote areas 'bang J adesh 

Lave opened pawnshops or issued pa,-_:sbool s "i th pictures and borrowing 

seciiring smali loans (Indonesia, Sri Lan.a,
records as ways to speed 


and Pailistan) .
 

A number of countries have experimented with loan, crop, and
 

and quantity of
 
deposit insurance as ways oF improving the quality 


Japan, and the Philippines)..
rural financial services (India, 

rural
Several banks have also experimented with use of low-cost 



i 

i -----­orlngi O.4 Turmi n 
branches--barefoot bankers--as 

ways o+ 


(Sri Lanka and Fakistan). Other banks have set
 
to the poor
services 


serve the 
Koancial
 
in urban central markets to 


up small branches 

or e"tended(The Philippines),
merchants
needs of agricultural 


I am alsolenders (Malaysia).

loans through informal
agricultural 


i ­
have allowed o quas
 

with innovations in Eiangladenh that 

impress-d 


Iogns ti low--income
 
to e: tend a large nnmhler at 


bank (Grameen Dar[ 

the reion that ar e 
with a number ov projects in 

women, and 


with savings mobilization schemes.
 ei:perimenting 


job of assEmbiling and
 a commendable

AFO and FAU!AFRACA ha,,e done 

chanqes. It 
some oi these innovations and 
on 


en:panded.
 

reporting information 


were cant- ried and
these etiorts
would be useful i f 

most pruminent types of RFM 
some of the 
case studies o-


Care4ully-done 


+or ways
are searching
be ver y usetul to those who 

novations could 


in the so:ial o us who wcorlk
1husQentend and improve RFMs.
to 


build
physical scientists who 
emuladte the e;periene of 


sciences miqht 


The "seeds" of the
 
,-_e.r h rtenters. 

seed -banks in international 


' ann 1""V&[IlS.
social scien(:E are ideo 

.t orc2'
L 'avij_c . M.b',.!-

O SLt'lIde A sia. rel ,,
income couitries 

Most o+ the form-I r-WVtMs in Li:.w 

fuids lent in
 
or dolor- tinsuINpJ &he majori ty ot the 

on governments' 


, the'. Li Vlluntary wav1ngs
 
, ,ept ir'- hein 

rural areas. [he main 

to receive
iih shar e purnchases required

at i. ,es t hroqized by coopermobil 
I y 

s atmin oimeria that. have rec-nt 
r ural h I in 

the Dominicai, 

loans, and several 


:attori (Peru and 
.ith sa.ics mubil

e.perimented 


Allan countries mobilize
 RFMs in several
In contrast,
Republic). 


agr 2cul r lending needsral
e.nc5ess of
volntary deposits in

rural 




Kor.a) , while RFMs in ,=everal other 	 countries(Taiwan and South 

lent to agriculture (F'RC,
mobilize a substantial part of the mone&, 

the attitude toward mobilizingBangladesh and India). Overall, 

Asia is much more positive than elsewhere in the
voluntary savings in 

wor 1 d. 

o+ F:Flis in
In part, the superior savings mobilization per+ormance 

gr owth i n rural i ncomes
As. a has been due to the previ OUSIy 	 mnet i oned 

ot her s, and Lee and others) - he 
in many of the5e countries (Ong and 

to save inincentives and Oppor-tuii tieswidespread use of attractive 

howeer, have also been important elements ir thisfinancial form, 

-fhe +act that in+1at ion has been les!s severe in most 
success story. 

in t 1-e Ihi d WorI d has a] IoL;ed manyAsi an counties than (.1 siwher e 

r - r cleposi ts iI.e real c.Les i nterest on tleisa,/er, to real ize pc,.i t i 

Asi a. Many rLr-al ie'csiLors in L-t 	,-i Ai ur :a, Afri ca and in the 

I'i ddle Easit , i n ci t. as L , h,.ove re 	 jvtd -eqati ve r ,[ rates of 

II f at ton ;es bect a pt LbI el i i ia ( F iwan, t h..
interest. Whet'e 

F'l L I ppI rt I, lr.jone-s _-A, and South I or.. , qo',,R rineritE ha'. e a] [oi.wed 

higher nomir,al rate 0,: interest cjtt 	 dep w.i tA.. lormal +inancia[ 

-..4 also o t for tt-ej' .epsitrs a broader 	 r anne of
iritermedi arie," in 

_,a 'vinqs i nst rumertt:s r an i s f curt I e], u_ . er e 

mCiU I L i w ' o has al sc been moreMy ques 5 ts t -t 3 .. n L 

s has been pl ace(spromi nrit in Asia tItan el se-.w, e LeE 	 . I e. eiphari 

efor ts wL th massi /e
there on tryingj tt lead various develop 	;,.fnt 

r n,,,t or donor money .amount-= o4 cheap Lrodlt. Tcrget t-d 


red i scount wi ndows in

U5L1a 1y +ed into RF Ms tricough ccncess, 	 nary 

cent,a] banks. Ihese +Acilitites provide ultimate lenders with .arqe 

amounts of loanable f+tnds at i it !res:t,aLes tnat are lower" than 



must pay to mobilize voluntarv savings deposits.
intermledaries 

facilities provide intermediarieL powerful
ConLeSSonary rediscount 


ottor,
ignore savings, mobilization. Folicymaers

incentives to 


a normally ,functioning KFM will provide
overlook the fact that 

large numher of: savers than borrowers. When RFMs 
services to a much 

with central bans and 
are drawn into pahronal rela oirsh ns 

sive Lie c; rediSCount facilities,
qo-)verinents or dunors, throuTh e.:te 

toe needs of surplus units in rural 
they are also encouraged 	 to ignore 

r to low income .firms and 
areas. ]hs is particul a ly 	damaging 

ha4e few alternatives to hold small
households, since they often 

in accounts with financialamounts of surplus, other than 

intermedi a ies. 

my impressioncriteria mentioned earlier,Using the performance 

that alsoperform well are t.ose
is that thuse RFMs in Asia that 

o0 RFMs that
emphasize savings mobilization (Meyer). Not only 

large amounts o+ deposits provide al uoble service to a 
mobilize 

RFMs that not ,do but 
much elrcir n"mber of rural peCple than those 

samch larger mew>,, re of independence from 
they Al so appear tuL have 

miure d1 ffticult for politics
corrosive p i t icat preszr as. It is much 

of the +unds lent are 
to in Lrudie into the lending., process if +ew. 


prcvided by the gaver-nrmut. 1hi s, in turn, usually resultE in +ewper
 

1 oan r ecovery pr )b I ems. 

'5mI .1 _rropwers and bav-rs 

The most distinctive feature of RFMs in ksia has been their 

ability to serve a +airly large numbers of borrowers and savers -i 

small amounts, and to often make a profit doing so. Formal 



d shy from lending
of the rest of the fhird WJr]


intermediaries in most 


seldom attempt to of er attraCtlve
 
to borrowers of small amounts and 

to savers of smal l amoULnts. lIi mary. casee 
deposit services 


new borrowers and borrowers n+
 
intermediaries may actively discourage 


loan transactions costs on
 
imposing relatively large
small amounts by 


At the same time the intermediary may 
also
 nonpre+erred borrowers. 

of small amoints by ,e- tting large mini mum­
discourage depositors 

Tuns can be 
balance requirements, sharply limiting the hours when 

rates of interest on
paying low--even neqatlve--realwithdrawn, and 

in Asia have succeedea in
 
small accounts, Understanding jhy many RFMs 

the rural poor, while RFIls in other countries have largely
helping 

tasl, provides a deeper uriderstandi ng the worl ings
failed in this 

o 

Asia because
 
!i part, RFMs better serve the rural pour in 


borrowers and depositors of small amounts maI.e up a large part of the
 

rural population; poor people many areas! are the only-game-in-town in 

At. the Eame time, trere are a number o+ countries. or regions outside 

Asia where the rural poor are a large part ot the population, yet they 

have limited access- to formal fin7ncial services (e.g. Bolivia, Haiti, 

Some have argued that these regionel
and Northeast Brazi] ) . 

due to culturai factors: e.q. that Asians will 
differences are larqely 

repay ioans while others don't, 
wor t, that Asianssave while others 

use loans more wisely. While cUltural 
and that Asians know. how to 

Asia to ser.s the
 
factors af+trct al L behavior, the ability of RFMs in 


the application of proagricUiltural policies. As
 
poor is largely due to 

Asia have generally adopted puliciesgovernments in
mentioned earlier, 


incomes in
 
that resulted in relatively high yields, prices, and 




- -

agriculture. This, 
in turn, has created a broadly based demand for
 

+inancial services in rural 
areas, and allowed many financial
 

intermediaries 
to realize economies 04 
 scale and scope.
 

Policies directly aimed 
at 
rural financial intemediaries in 
some
 

Asian countries have also been 
conducive to the development o+
 

dependable + Lows 
of credit and dpoanit servics for 
low income oeople. 

Those goernments thant h~ve sir-,sed Lhtaced deve!opment ot RFMs,
 

given little emphsiE to targeting loans, avoided using RFMs 
as income
 

transfer meh, Fismv, limited 
their use of concessionary rediscount
 

facilities out of central banis, 
and allowed Intermediaries 
Lo pay and 

charge positive real rates of interest general ly have RFMs that 
do the
 

best job W4 serv ing 
the rral poor.
 

One must be careful here to rote 
the difference between policies 
that result in ansitorycreJi r as tor the rural poor- and 

policies 
that help develop Fl thalRV s provid- -ustained fnancial
 

spoyicos to this group. Fe people gai n 
much f-om the oppor tnity to
 

obtain one cheap loan 
o- to not repay a single loan. Li ewise, it is
 

of little benefit to a persor 
 to be able to maro 
a sinqJe deposit or
 

w thdrawal 
 r -i, a sayings arccount. On the oetler hand, it is of great
 

value to 
an ind vidual to havy, o deperdable anJ 
sustained relationship
 

with a financial intermedlisr, 
that ollewCss borrowing and depositing,
 

depending on the varying needs o 
 th, individual. iransito'y 
credit
 

projects 
for the rural poor, such as occurred in Sri Lanl a i the rate 

197us, give po] iti cians shor t run edvntages and make the nev" 

headlines, but leave the +inancial system less able and 
willing t.
 

provide sustained services to 
this group. Farado.ically, the r"ral
 

poor are harmed in the 
long run by cheap credit projects that are
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They are harmed because
ostensibly implemented for their benefit' 

ability of the ±inancial intermedLary' to
cheap -:redit undermines- the 

-providez the firlaric.Ilsustain quality financial services, 

with the lowest returns oi, those very activittes that
intermediaries 

to carry out (new and small loans), and discouraqes
are most expensive 

from offering attractive deposit services for the rural
intermediaries 

poor. 

Asia are less +ragmented by repressive policiesBecausF ' RFNs in 

of the rest of the third world, they do a morethan 15 trLue in most 


surplus and de+icit units.
efficient job of intermediating between 

This, in turn, results in additional output ana income in rural areas 

over what would occor i+ +inancial markets were more repressed. Much 

of thisi additional output occurs in smal! farms and snall non-farm 

rural enterpriscs, ancd enhances tne acitional output and income 

in Asia f.-,vorable toother general economic policiesstimulated by 

lead to still further
agricultUre. Thus, i ntegrated financial mark.ets 

process ot finanial inter-mediation.strengthening of the 

Cone lusi, ',s andlm ications 

I come away -frni .3 review cf tne 	 literature on FFMs in Asia witth 

,nci- markets are vital in
4our strong imp;-Le-sions. First, fi, a1 

but are iargeiv ine+fective when used to lead
supportinq developme n t, 

far more important
development e-f-orts. F'ruduc t prices and yields are 

than are interest rates and t.iein determining producer behavior 

at the same time interest rate
availability of formal loans; 

regulations and other government regulatLons strongly and adversely 

I am also convinced thatinfluencing intermediary behavior. 

http:firlaric.Il


concessionary credit programs, under any political reqime, wi 1J 
 always
 

inflict more harm than good 
on the rural poor. benefits -rom
 

financial intermedtation 
are always proportional to access to the
 

services they provide. Access, 
in turn, is highly correlated with
 

political power, income, and assets 
owned. Thus, income 
transfers
 

thrCu h finanLial markets always- have a regressive e- r e :t o" income
 

distributi]ons and 
asset ownership. lIn adicitin, income transfer
 

programs usually 
leaoe 4inancial intermediaries weaker and Jess able
 

to carry out their 
normal and important functions.
 

Second, 1 am 
persuaded that government policies ano donor
 

acti,4Lties are important 
in explaining success or 
failure in RFMs.
 

RFMs do not 
wort w-! ) if governments abuse ag,-iculture tnroagh 
low
 

farm prices and iack of investments in RFMs
rural infrastructure. 


wort even more poorly if governments and donors abuse 
financial
 

i;ntermediaticn through cncyssionary rediscount 
lines, cheap credit
 

polic 
-es, heavy so- of loan targeting, and political meddling in the
 

determination of who 
should receive loans.
 

Third, I am ccnvinced that RFMs and
work more ef+iciently,, 

c :rtvini]y more equ.itably, when both lending and 
savings mobilization
 

Hre emphasized. "ttractLive and readiiy 
available savings deposit
 

services will benefit 
far more of the rural poor than will transitory
 

cheap-cred t programs.
 

Fourth, I am also impressed by the encellent 
work that AfO and
 

FAO/AFRACA are 
doing in improving communication among countries in
 

Asia on issues of rural finance. Because of the diversity and changes
 

that 
are occurring, international 
agencies have an excellent
 

opportunity to continue to 
facilitate and coordinate communications,
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area ot RFMs. Fortuntely, these 
training, and evaluation in the 

oi money. I soggest th..t 
not involve large amountsactivities reed 

in three 6rens:on ral ing contributionsinternational agencies focus 

in at least
RFPs in Asia 

(1) 	encourage the collection of literature on 


This might include periodic issuing of
 
one central )ibrary. 

and a Newsletter that briarly reports on 
associated bibliographies, 

al ready doing some 
the most Inter esting 	KleraU'e. O KALA is 

some o+ 


' 
addi i oral :as st,.oies oh ':FiK policies and 

this. (2) Encour-a.ge 


Aga n, -kriLO has done

projects that succeeded or +ailed. some 

and savings mobi lization.area on loan recoveryexcel lent work in thi 	 . 

= issue 0+ 
(3) 	 Encourage more commn-icatiun and coordination on 

finance. While ex.tensivein the area of ruralresearch and evaltuatin 

some o+ it would
is being dorn in the region on this topic,research 

if it were diagnostic 	and less
 be more use4ul to policymakers 


A few regional worlshops +or researchers to share their
 descriptive. 


miqht also yield substantialaboot new techniquesresults and learn 


beet i t s.
 

thuse of us interested in 
Asia is a uniqua. alaboratory tor 

explaining the performance of rural tinncial marlets. While failures 

the world, ,ucaess stories are scarce and 
in RFMs 6re abunoant 	around 


inancial . si a. Becanse the process otf are largel'. found in 

is simple and essential.' the same, regardless ot the 
intermediation 

succeismuch can be i erned from the Asi an 
cul ture wnere conour: ted, 


other regions who want

that is use+ul tor policymaers instories 

their RFMs to perform 	well.
 

http:Encour-a.ge
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