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Abstract”

Indoresia is a @urtry with a deregulated pdicy environment in which microfinance
ingtitutions (MFIs) abound. Between 1970and 1993 poerty has been drasticdly reduced
from 60% to 1%%0. Three fadors have been instrumental: explicit government pdlicies,
sustained econamic growth and, since 1983, financial and econamic deregulation. In the
framework of a wider UNDP-suppated program of the Asian and Padfic Development
Centre in Kuala Lumpur on Microfinance for the Poor in Asia-Pacific, four MFIs were
seleded from Indoresia and analyzed in terms of outread to the poar, resource mohili zation,
viability and sound (best) microfinance pradices. a Grameen Bank replicding ingtitution, a
private rural bank, a national poverty lending program and an NGO-owned commercial bank.
The Indoresian experience shows that only financialy viable institutions can read the poar in
significant numbers, and haw viability and sustainability can be atained in banking with the
poa and the nea-poar. Data from Bank Shinta Daya, which combines individual and group
tedndogies, indicae that the latter cover their costs and gredly increase the bank's outreat
to the poa as a new market segment, but initially add littl e to the bank's overall profitability.

" This paper was first published as Economics and Sociology, Occasional Paper No. 2365 Rura Finance
Program, Department of Agricultural Economics, The Ohio State University, 2120 Fyffe Road, Columbus, Ohio
4321061099



Microfinancein Indonesia

1.  Country overview

Indoresia has come to be @nsidered by many, including World Bank sources, a model
courtry: both with regard to its siccessin powerty reductionin recent decales and with regard
to the vigor and dversity of its microfinance sedor as it evolved ower the past one hunded
yeas. Since 1983it has also provided an oustanding example of the dired impad of financia
and econamic liberalization pdicies on microfinance and po\erty alleviation, oving beyond
doult that palicies work. Dedsion-makers in courtries that are just abou to embark onsuch a
course may grealy benefit from athorough exposure to some of the experiences in Indoresia.

a. M acr oeconomic perfor mance

Since 1983Indoresia has pursued, with considerable success a padlicy of growth and stability
based onthe gradual deregulation d the financial and red sedor and on budetary restraint.
During the period d 19931995the grossdomestic product grew on the average & 7.0%, its
popuation at 2.0% and per cgpitaincome & 5.0 percent per yea. Until the end o the century
the popdationis projeded to grow onthe average a 1.9% per yea, GDP at 6.0% per yea and
GDP per cepita & 4.0% per yea.

Table 1.1: Inflation, exchange and interest ratesin Indonesia during 1990-1995

Yea Inflation Exchange  Changes Average lending rate Av. fixed
Rate Rate Deposit
Rate
Working Investment
Capital
1990 7.8% 1,905 21.0% 20.2% 17.75 %
1991 9.5% 1,997 4.8% 25.1% 19.3% 21.18%
1992 6.9% 2,074 3.8% 22.1% 18.4% 21.13%
1993 9.7% 2,118 2.2% 18.0% 16.0% 16.25%
1994 8.5% 2,205 4.1% 17.0% 15.0% 12.96%
1995 9.4% 2,305 4.5% 19.3% 16.0% 16.22%

Sources: Central Bureau of Statistics. Indoresia Econamic Report 1994 Bank Indoresia
Indoresian Financial Statistics, March 1996.

The inflation rate during the period d 199061995 was maintained at one digit, the lowest
4.6% in 1992and the highest 9.7 in 1993.The Rupiah lost on average 4% of its US$ value
during that period.



b. Poverty incidence

The extent of poverty has been drasticdly reduced in Indoresia since 197Q from 60 % in
1970to 14 % in 1993.Three mgor fadors have been cited: explicit government padlicies,
sustained eanamic growth and, since 1983, financial and emnamic deregulation. Annual
rates of poverty reduction have been substantially higher after the deregulation o 1983than
before. Microfinance has played arole in that process

Officially the poa are caegorized as those people who live below the poverty line defined by
the Bureau of Statistics as the caability to afford expenditures for 2100cdories of food per
capita per day plus expenses for essentials like howsing, fuel, clothing, educaion, hedth and
transport. In 1993 this was equivalent to an annual per cgoita income of Rp. 258,000
(US$121) or Rp. 334,00qUS$158 in urban and Rp. 219,00QUS$103 in rura aress.

Poverty distribution varies from provinceto province, but the largest number of poa peopleis
found onJava, by far the most popuous island d Indoresia. In 1993the poa on Java
comprised 58% of the total number of poa people in Indoresia. The highest incidence of
poverty was foundin East Timor, Maluku, East and West Nusa Tenggara, West, Central and
South Kalimantan. On the whale, the incidence of poverty and degree of powverty is greder,
although more variable, in eastern Indoresia due to isolation, dfficult agroclimatic conditions,
poa infrastructure, and low level of commercial adivities and econamic growth.

Table 1.2: Provinces with high incidence of poverty in Indonesia, 1990 and 1993

Province 1990 1993
East Timor 43.0% 36.20%
Mauku 29.0% 23.93%
West Kalimantan 24.0% 21.84%
East Nusa Tenggara (NTT) 28.0% 25.05%
Central Kalimantan 24.0% 20.81%
West Nusa Tenggara 23.1% 19.52%
South Kalimantan 21.0% 18.61%

In their microcredit design study of 1993,Development Alternatives Inc. and P.T. Indoconsult
identified the following prominent poverty charaderistics. Female household heads (generally
divorcees and widows); elderly - over 65 yeas of age the majority of whom are women; un,
under- and intermittent employment; fishermen who do nd own bcets; agricultural |aborers;
plantation and fadory workers paid below minimum wage; petty traders; low-paid artisans,
unskill ed construction workers and miners; tenants and shareaoppers, owners of lessthan a
quarter hedare of agricultural land; shifting cultivators; tribal people; people living in isolated
vill ages; hurters; seanomads; transmigrants and resettled families; urban vill age residents in
congested areas with inadequate fadliti es; recent migrants to the aty living and working in
the informal sedor; and scavengers.

C. Poverty alleviation programs



Several programs have been developed to aleviate poverty, such as P,K (Income Generating
Projea for Marginal Farmers under the Ministry of Agriculture in cooperation with BRI),
BRI-Udes (Rural credit and savings by a state-owned commercial bank, BRI), PHBK (Linking
Banks and Self Help Groups under Bank Indoresia, the central bank), UPRKA (Income-
Generating Projed for Family Planning Participants) and IDT (Presidentia Instruction on
Badkward Vill ages).

The most recent and largest poverty alleviation program is Inpres Desa Tertinggd (IDT) No.
2/1993 o Presidential Instruction onBackward Vill ages isaued in August 1993.1t is based on
the positive experience of PHBK, P4K, UPRKA and aher projeds working through financial
self-help groups. It is a national program centering on poa villages rather than poa
howseholds or individuas. The villages are identified through emnamic and socia
infrastructure indicators. Approximately 34% of rural vill ages, or 20,633in absolute terms,
are overed by the IDT program.

IDT isto channel upto US $ 200million ead yea to over 20,000 vil ages most of which are
to receve Rp. 20million (US $ 8,80Q per yea for threeyeas. IDT program fund all ocaion
for 199495 amourted to a total of Rp. 438,332.6million. It consisted of Rp. 412,660.0
millionin dred loan funds for poa groups and Rp. 25,672.6milli on for operational expenses
(5.9% of the total). For 19951996the total is Rp. 473,729illion, consisting of Rp. 441,880
millionfor dired lending and Rp. 31,849milli onfor operational expenses (6.7% of the total).

The IDT funds are provided to self-help groups (Kelompok Masyarakat, POKMAYS)
consisting of poa families. Dedsions are decentralized and fal under the aithority of the
village head. To guide the groups and their members, the village heal is asssted by locd
bodes sich as LKMD (community planning board), PKK (family welfare as<ciation) and
community leaders. The design of IDT-suppated adivities at the locd level incorporates
fadlit atorswhoseroleisto participate in the establishment of a groupand its operations. They
may be recauited from field workers of various government agencies or social organizations at
the subdstrict levels, or they may be teaders or professonals living in the village. An
additional comporent of IDT is rura infrastructure development for improved access to
markets, hedth services, training and employment oppatunities, and for rura institution
building.

IDT funds are onlent by the self-help groups to their members on the basis of an approved
plan for their utili zation, mainly as working capital. Loans have to be repaid with interest. The
IDT alocaions are expeded to be sead money for viable and utimately self-reliant locd
financial institutions modeled after semiformal institutions such as BKK (Central Java), LPD
(Bali) or LNP (West Sumatra) to be eventually transformed into formal vill age banks (BPR).

Like any large-scde government program IDT is fraught with hazard. An evauation misgon
concluded in April 1995that there is no guaranteethat the projed results are sustainable, the
most immediate result of this projed, improved understanding of the IDT program on the part
of the vill agers, being constantly undermined. Furthermore, the structures designed to provide
community assstance have been largely ineffedive and faled to be committed to the
principles of participatory development. Fadlitators have no skill in the preparation and
implementation d business plan; they have little production a commercial experience and
tend to recommend adivities with limited scope for profit. One may surmise that IDT will
only be succesdul to the extent that concerns for institutional viability and sustainability will
outweigh the ancern for short-term paliti cd gains from liberal disbursement of funds.



d. Financial institutions and their outreach to the poor

Access to credit has been considered by the government as a magor instrument in the
promotion d equitable growth and the reduction o powerty. Since the ealy 70s, the
government has used two major instruments of promoting accessto credit: the provision o
subsidized credit mainly through government banks, and the establishment of semiformal
financial ingtitutions at the provincial level which largely mobhili zed their own resources and
were exempt from the interest rate regulations that prevailed urtil mid-1983. The subsidized
credit approach was largely given up as ineffedual and wasteful in 1990when 30 d the 34
major programs were scrapped. Microfinance @nstitutes a growing businessfor government-
owned Bank Rakyat Indoresia with 3,500sub-branches, the 9,000registered locd financial
ingtitutions as well as numerous other private and public banks, plus the hundeds of
thousands of informal institutions. They provide financial services to a segmented market of
the poa, the not-so-poa and the non-poar the market shares of which are not exadly known.

According to the Banking Act of 1992,Indoresia s financial system comprises bank and non
bank financial institutions. Only two types of banks are recognized by the law: commercial
banks and rural credit banks (Bank Perkreditan Rayat, BPR). There ae two major institutional
providers of financial services in rura aress: some 9,000formal and semiformal MFIs; and
government-owned Bank Rakyat Indoresia (BRI) with some 3,500sub-branches (unit or unit
desa) at sub-district level.

Rural MFls are quite heterogeneous. They are dassfied into: BPR-Non-BKD, BPR-BKD and
LDKPs/SFIs (Lembaga Dana dan Kredit Pedesaan/ Small Financia Institutions). The banking
law of 1992 povides rules for the establishment of afully licensed Rura Credit Bank (BPR)
under central bank supervision and the transformation d LDKPs into BPR (BPR Non-BKD).
The minimum paid-up capital for a new BPR is Rp 50 millions (US$ 22,500. A new BPR
canna operate within the provincia and dstrict capital cities. It is only allowed to operate
within the subdstrict where it is locaed (though it appeas that this rule is not rigidly
enforced). The seoondtype of BPR is BPR-BKD. BKD (Badan Kredit Desq), is vill age-based
hitherto semiformal financial institution established and owned by locd villages and
supervised by BRI. The third type of BPR is cdled LDKP (Lembaga Dana dan Kredit
Pedesaan) or rural fund andcredit institution, such as BKPD (Bank Karya Produksi Desa),
LPK (Lembaga Perkreditan Kecanatan), BKK (Badan Kredit Kecanatan), KURK (Kredit
Usaha Rayat Kedl), LPD (Lembaga Perkreditan Desa) and LKP (Lembaga Kredit Pedesaan),
LPN (Lumbung Pitih Nagari). LDKPs were sporsored by provincial and locd governmentsin
the ealy 1970s as nontlicensed rural credit institutions. They fell under provincia law and
were usually supervised by the provincia development bank (BPD). These LDKPs are now
required to receve aBPR license within five yeas or close down.

Until 1983 BRI was a maor provider of subsidized targeted credit in rural aress, with a
repayment performance aound 406. After the deregulation o June 1983, it carefull y crafted
two commercial products: a rural savings <heme with a lottery comporent (SIMPEDES) to
mohili ze its own resources at village level; and a rural credit scheme (KUPEDES) which
operated onmarket terms. All its sub-district operations were commerciali zed, i.e. the banking
units were turned into profit centers; and they were to mobili ze their own resources, cover
their costs from the margin, and recover their loans (which they did at a rate of 97.9%) - lest
sub-branch managers lose their credit authority (and oppatunities for promotion). All other
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operations, particularly programs carried ou on kehalf of the government and d donas, were
kept from sub-district branches and confined to the branch level. With this model, BRI
became one of the most successul banks with a rural mandate in Asia-Padfic, serving by the
end d 1996 some 18 milli on clients, with its rural banking network completely self-reliant
(fully mobilizing its own resources) and viable (covering its costs from the margin and
making a profit from which the expansion d the system is being financed). Data on
microfinance services by MFIs and BRI are presented in the foll owing table.

Table 1.3: Formal and semiformal financial institutionsin Indonesia (Dec. 1995)
Amourt (Rp hilli on)

Type of financial institution Number Credit Funds mobili zed Total financial services
Acoourts Amourt Accourts Amournt Accourts Amount

(Rp bn) (000 (Rp bn) (000 (Rp bn)

1. BPR (Rural Credit

Bank) and Secondary

Banks 1,948 1,232 1,566 2,969 1,226 4,252 2,792
2. LKPDs (Small Financial

Institutions) 1,978 261 224 456 118 716 342

3. BKDs (Vill age Credit
Body, include BPR ex

BKD) 5,435 955 93 1,176 63 2,130 156
Sub-total MFIs 9,271 2,448 1,883 4,601 1,447 7,098 3,290
4. BRI-UDES 3,482 2,264 3,194 14,483 6,016 16,747 9,210
TOTAL 12,743 4,712 5,077 19,084 7,463 23,845 12,500
5. Commercia Banks 240 91,168 234611 49,904 214764 141,072 449375

Sources: 1. Bank Indoresia: Annual Report 199596, May 1996 2. Indoresian Statisticd Report, March 1996 3. Statistik
Kredit Koperasi dan Kredit Kedl (KUK), Januari 1996 4. Bank Rakyat Indoresia

Per 31 Decamber 1995, 9,271semiforma and formal MFIs provided small loans to 2,45
million barowers amourting to Rp 1,883 Hlion oustanding - compared to 2.26 million
borrowers of BRI sub-branches with a total volume of Rp. 3,194 [dli on oustanding. At the
same time MFIs rved 4.60million savers and mobhili zed savings amourting to Rp 1,447
billion - compared to 14.48 million savers a BRI sub-branches and Rp 6,016 Mdlion in
savings.

BRI thus outperforms the totality of MFIs by a @nsiderable margin: 16.75 million
microfinance acourts in BRI vs. 7.10million acourts in over 9,000MFIs. However, while
they are competitors, their competition serves a hedthy purpose: to increase the suppy of
financial services to the lower segments of the rural popuation. Together, they provide for
4.51 million loan acourts and 19.08milli on savings deposit acourts, totaling 23.6 million
acourts.

The average loan size of MFIsis Rp 0.77million (US$334) while arerage savings amourt to
Rp 0.31 million (US$2349) - compared to an aimost twice a high average loan size in BRI of
Rp 1.41million (US$512 and average savings of Rp. 0.42million (US$182 which are only
one-third higher than thase in MFls.

As dmost everywhere in the developing world, rural finance is but a fradion o overall
financial services within the curtry. Commercial banks (including BRI!) in Indoresia



provided 91.17million loans amourting to Rp 234,611 Hli on, averaging Rp 2.57 million
(US$1,115. They recorded 49.90milli on savings deposit acaurts amourting to Rp 91,404
billi on, averaging Rp 1.83million (US$734. The lending volume of MFIs is thus only 2.2%
of that of the cmmmercial banking sedor; while MFI savings depaosits are equivaent to ony
0.7 of commercia bank deposits. In terms of outread, which is smewhat difficult to
determine & figures relate to acourns rather than clients, MFI loan and savings acourts
amount to 7.8%6 and 9.%%, respedively, of thase of commercial banks. However, a number of
national and provincia commercial banks do provide a ©nsiderable volume of microfinance
services in rura and uban aress. No data ae available to determine the exad propartions.
The overal volume of microfinance services in Indoresia may thus be somewhat higher than
indicated by the figures on MFIs and BRI.

Perhaps one of the most remarkable feaures of microfinancein Indoresiais the sedor's slf-
financing cgpadty. Together, BRI and MFIs fully finance their lending operations from
internal resources, but BRI more so than locd MFIs. Starting its commercia operations with
market rates of interest in 1984,BRI first broke esen in terms of matching the volume of its
rural savings and credit operations in 1990 since then, demand for savings deposit fadliti es
have grown at a much faster rate that credit demand, with the result that by the end d 1995
the ratio of borrowers to savers was 1:6.4 and the ratio of the volume of loans outstanding to
savings deposits 1:1.89. By comparison, the ratio of MFI borrowers to savers was 1:1.9 and
the ratio of the volume of loans outstanding to savings deposits 1:0.77. This means that BRI's
most outstanding achievement lies in the field of deposit mohili zation. This is al the more
remarkable & BRI as a government-owned agricultural development bank was acastomed,
until 1983,to oltained most of its resources from the government at preferential terms.

BRI's rura financial operations have been very profitable. The cnsolidated totality of
microfinance ingtitutions however has been taking losss in recent yeas: Rp 27 bnin 1993,
Rp 26. bnin 1994and Rp 22 bnin 1995,amounting to 1.8%, 1.3% and 0.9, respedively, of
financial operations. In the three precading yeas, the sedor as a whole showed substantial
profits amounting to 1.%% of its financial operationsin 1990, 2.2%in 1991and 1.9%61in 1992.

e Regulatory framework

Starting in June 1983 Indoresia has gradually and consistently deregulated its financial
system. This has been pardleled by the deregulation d its foreign trade regime. The
liberalization d the monetary and banking system proceeled in the foll owing way:

» 1983 Interest rate autonamy isgiven to al banks, state-owned and private. Bank Indoresia
(Bl) as the centra bank drops dired interest rate cntrols and adopts market-oriented
monetary palicies. Between 1983and 1990savings mohili zation increased 6.7fold, bank
loans outstanding 6.4-fold. From 1990to 1995 savings mohili zation increased 2.5fold,
bank loans outstanding 2.4-fold.

» 1988 BI deregulates the institutional framework by easing the establi shment of new banks
and the opening of branch branches. A new rural banking law was passd, permitting the
establishment of rural banks (BPR) with an equity capital of Rp. 50million, requiring the
existing semiformal financia institutions to be eventually transformed into formal banks
(BPR). 1,643formal rura banks (BPR were established urtil 1995. The total number of
registered small financial institutions grew from 8,003in 1990to 9,271in 1995.During the
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same period the number of commercial banks increased from 171to 240and the number of
their branches from 3,563to 5,191.

» 1990 BI withdraws most of the interest rate subsidies. Commercial banks are required to
alocae & least 20% of their portfolio to small, either diredly or through BPR (with littl e if
any dired benefit to the poar).

e 1991 In resporse to some spedaaular bank failures, Bl steps up bank supervision and
imposes a caital adequacy ratio.

e 1992 A new banking ad deregulates bank ownership. Only two types of banks are
recognized: commercial banks with a paid-in cgpital of Rp 10 hlli on and rural banks
(BPR) with apaid-in capital of Rp 50milli on.

With the deregulation d interest rates in 1983,financial services in terms of savings deposit
fadliti es and credit for the lower sedions of the popuation have grealy increased, particularly
through government-owned BRI (People's Bank of Indoresia), provincial government-owned
BPDs and a number of private banks and smaller institutions. None of them has exclusively
targeted the poar, but has included the poa among their clientele.

With the bank deregulation d 1988, the number of vill age banks and rural branches grew
rapidly, increasing the outreat of this banking segment to bah the nonpoa and the poa.
This deregulation hes also increased competition, forcing small ingtitutions like Bank Shinta
Daya, ou second case study from Indoresia, first to register as a BPR and then to increase its
outread. This bank did so, among other things, through the aldition d the group approach as
a ost-effedive goproach o banking with poa, amost douling the number of its borrowers
and increasing the number of its savers by abou one-third. The new banking law of 1992also
requires al registered MFIs in Indoresia to be transformed within five yeas into formal
village banks. Some NGOs, among them Yayasan Bina Swadaya a one of the leading
ingtitutions, have been inspired by the law on \ill age banks to establi sh their own banks. Very
few MFIs target exclusively the poar, bu many do include the poa among their clientele.
These ae the financial institutions that have helped to reduce poverty in Indoresia by giving
the poa accessto savings and credit services.

There ae dso hundeds of thousands of informal self-help groups with savings and credit
adivities, either of indigenous origin o founded by GOs or NGOs. There ae numerous
programs, most under NGO guidance, that have demonstrated the ability of either upgrading
the caadty of existing SHGs or establishing new SHGs. Most importantly, under the
umbrella of central bank permisgon, an increasing number of them has gained access to
banks, particularly through Bank Indoresia’s own linkage banking program (PHBK). In the
process sibstantial training cgpadti es have been buld upin NGOs geaed at the upgrading of
self-help groups; and the promotion d linkages with national, regional andlocd banks.

2. Microfinance Capacity Assessment

Out of a vast number of institutions and programs with microfinance services in Indoresia,
four case studies focussng fully or partialy on the poa have been sdeded, eat with a
speaa story to tell:



» Mitra Karya of East Java (MKEJ) established in 1993,a Grameen Bank replicaor with
fundng from the Grameen Trust Fundand Bank Negara Indoresia and implemented by the
Reseach Center of Brawijaya University in East Java

* BPR Bank Shinta Daya, a self-financed private vill age bank established in 1970in D.I.
Y ogakarta on Java which in the past dedt mainly with individual clients but inspired by
Bl's linkage banking program also adopted the grouplending approach

* P4K (Proyek Pembinaan Peningkatan Pendapatan Petani Kedl - Income-generating Projed
for Small Farmers) first established in 198381 and restarted in 198990, a large nationa
poverty-lending projed of the Ministry of Agriculture and BRI with substantial financial
asgstanceform IFAD and technicd asdstancefrom UNDP

* Bank Purba Danarta in Semarang, Central Java, established in 1990as a wmmercial
bank with financial asgstance from Misereor, Germany, by an Indoresian NGO that was
established in 1963. This NGO had a longstanding experience in the promotion o
microenterprise adivities among the poa including microsavings and microcredit
programs snce 1973.By setting up a bank o its own the NGO was able to formali ze its
savings and credit operations ona commercial basis

Of the four cases, BPR Bank Shinta Daya has been singled ou for a more daborate
presentation. To readers familiar with dona-suppated approaches to banking with the poar,
Bank Shinta Daya presents an oustanding example of a private ingtitution that is slf-reliant
in terms of resource mohili zation, financially viable, has financed its expansion from profits,
and hes substantialy increeased its outread to the poa as a market segment on commercial
terms. As it employs baoth the individual and group methoddogy of financial services, it also
permits an asessnent of the dfediveness of the two strategies. Its five private founders
established the then PT Bank Madya Shnta Daya as a limited liability company with an
equity cgpital of Rp 1.0million (US$40,000at the 1970 exchange rate) in the subdstrict of
Kalasan-Prambanan. Prambanan being the site of a famous Hindu temple dating bad to the
8th century, the bank derived its name and phlosophy of lending to the rural people including
the poa from Dewi Shinta who stands for honesty and self-reliance. Operations darted on
August 20, 1970,with a staff of eight in a small building of 80 m? floor space The bank,
which isfar from unique in its outlook and operations, has grown considerably since then bu
has retained its modest appeaance

a. Outreach

Specialized programs with a sole or mgjor focus on the poa have had a limited ouread.
Using end-1995 dita, the outread o the institutions and programs covered by these four case
studies in terms of borrowers was only 9.7% of that of BRI and 4.®6 of BRI and MFIs
combined. Their outread in terms of savers was 2.6% of that of BRI and 1.9 of BRI and
MFIs combined. It is probably safe to say that al speda savings and credit programs of
governmental and nonrgovernmental agencies together do nd reat more than 10% of the
number of customers of BRI and MFIs combined. Whil e the role of these speaal programs on
anational scde is small with regard to accessto credit, it is aimost negligible with regard to
accessto savings deposit fadliti es. However, some of them have made ill uminating inroads
into the market segment of the poa and demonstrated how the poa can be readed by
institutional financein cost-eff edive ways.



An example of very restricted ouread is a Grameen replicaion pojed, MKEJ in East Java,
our first case study. In 1993it started with 105 m@rticipants organized in 21 small groups. In
1994 it expanded to 178 groups with 889 members and in 1995to 225 groups with 1125
members al of them women. Following the Grameen Bank system, it strictly adheres to a
groupsize of five a altural novelty on Java where dmost every woman and man belongs to
a multitude of groups, including financial self-help groups of a much larger size. The projed
is now under consolidation, with limited expansion capadties. MKEJ strives for what it
considers its optimum size of 2000 members in 400 groups as of 1998. Pointing to the
restricted ouread of MKEJ does not as such imply any criticism as it is up to ead ingtitution
to define the aea @vered and the size of its market - as long as the ingtitution is viable (as is
the cae in many self-help groups). There is certtainly a placefor small ingtitutions with a
purely locd outreat. However, MKEJ might run into troube with the regulator as it is
unlikely to achieve the size required for registration as aformal rural Bank (BPR).

Bank Shinta Daya, ou secmnd case study, is a rural bank that was established with private
money and funded its expansion from profits, na subsidies. With 43,000ac®urts and a
clientele of over 30,000,comprising 30,340savers and 12,656barrowers as of Dec 1995, it
has $rown that privately owned vill age banks can have aconsiderable outread at the locd
level that does not need to be subsidized. Moreover, as it records 69% of its borrowers and
85% of its svers as poa, it has also demonstrated that financial services to the poa by
private banks can be profitable and self-sustained.

For the first twenty yeas of existence the bank indistinctively mobili zed savings from, and
lent to, the nonpoa as well as the poa in its areaof operation. Given the relatively high
transadion costs of colleding micro savings and small i nstallments on microloans, the bank
made no conscious effort of financial degrening among the poar. This began to change in
1989 when Bank Shinta Day started to participate in a projed Linking Banks and Sif-Help
Groups uncer the umbrella of Bank Indoresia. After an expensive and utimately abortive
attempt of working through aloca NGO as afinancial intermediary, Bank Shinta Day dedded
to seek out its own savings and credit groups which are ubiquitous in Indoresia. The bank has
set up a speda group lending department, hired its own field workers, some of them former
NGO staff, and trains its own groups of the poar in group management, bookleeing, savings
mobhili zation and financial management. As of 12/1995,the bank effedively worked with 310
groups comprising 7750 members. This has allowed the bank to virtualy doube its outreadh
to barowers from 6,456t0 12,656and to increase its outread to savers by abou one-third
from 22,940to 30,340.

The impad of the newly introduced group approad is most dramatic with regard to accessto
credit to the poar. As of 12/1995 the bank lent to 2,582 poo borrowers individualy. The
group approach added to this another 6,200 @ 24(0%, bringing the total number of poa
borrowersto 8,782 which is 69% of al the bank's borrowers. Withou the group approach, the
propation d poa borrowers would have been orly 40%. By comparison, the impaad of the
group approach onaccessto depaosit fadliti es has been undamatic: As of 12/1995 the bank
courted 18,352individual poa depasitors to which the group approach added ancther 7,400
or 40%, bringing the total up to 25,752 poodepasitors. Withou the group approach, the poar
make up 80 of the bank's depositors. The group approach has increeased the share of the poar
to 8%%. All in al, 80% of the acourts in the bank are held by the poar. Withou the group
approad, this percentage would have been 71%.



The following conclusions can be drawn from the experience of Bank Shinta Daya: (@) Private
rural banks can and doprovide financial services to the poar; (b) the nonpoa are somewhat
more likely than the poa to be borrowers while the poa are far more likely to utili ze the
bank's deposit fadliti es than the nonpoar; (¢) the group approach extends the outread of the
bank to the poar; (d) in terms of additionality and financial degpening, the group approac is
most succesul in providing access to credit for the poar; (€) there may be an additional
impaa of bank access on the volume of internal savings and credit operations within the
groups, which was beyondthe scope of this gudy.

The biggest outread example is probably P4K, our third case study, a national poverty
aleviation program with a rapid expansion rate. Using the most recent data for 3/1996 as
presented duing the Bank Poor '96 workshop, PAK now reades 486,000caefully screened
poa and very poa families (with a per cagpita income ejuivaent to lessthan 320 Ig, or 240
kg., respedively, of rice per annum) in 45,400groups and 2,762self-organized asociations
with their own autonamous savings and credit adivities. 37,300 & the groups are adive
borrowers. The remaining 18% of the groups are ather under preparation, have died o have
opted for self-reliance However, despite its gedaaular growth, PAK till has readed less
than 10% of the popdation dficialy recorded as poa. During the six-yea period, 31990
3/1996, lank and internal group savings have surged from Rp. 66 bnto 6,360 bn credit
disbursed from Rp. 886 brto 74,956bn. Itsimpad has been remarkable, though data gathered
from the informal sedor need to be interpreted with grea caution. Acoording to an evaluation
by IFAD, income has incressed by 33% after the first loan and 46 after the third loan, to
which indired multiplier effeds from multi ple reinvestiments have to be alded. 8246 of the
beneficiaries report an increase in the volume, and 63% in the quality, of production.
Employment in ead beneficiary househald has gone up by 27 hous per week. There ae dso
psychologicd and socia effeds on the self-confidence of the poar and their standing within
the community. In addition, there aeinstitutional effeds with regard to the energence of self-
sustained savings and credit associations at the grassoats level and the building of a group
formation and guidance cgadty within the ministry with its unique delivery structure of
33,000field extension workers.

P4AK has successully tested and applied a techndogy of organizing the poa in self-help
groups and giving them accessto financial services. P4K, by mobili zing vast number of self-
help groups through Ministry of Agriculture extension staff and, more recently, suppying
training inpus geaed at financial viability of group associations through perticipating NGOs
under Bank Indoresias PHBK, has suppied the government with a highly efficient
techndogy in its present poverty eradicaion program, IDT.

A particularly interesting case is Bank Purba Danarta in Semarang, ou fourth case study.
As an NGO with a socia mandate, Purba Danarta has focussed onfinancial services to the
poar, particularly the financing of their income-generating adivities. To pu its adivities on a
legal basis, it made use of the deregulation o 1988. With substantial dona asdstance it
established a ommercia bank in 1991with an equity capital of Rp. 10 bn(5 million US$ at
the 1991 exchange rate), only to find ou that it takes substantial cgpadty-inpus until a bank
of that size has trained the staff to serve vast numbers of the poar. Through a unique system of
ambulant bankers who are the bank's substitute for branching out, its clientele by the end o
1995 comprised 13,315acmurts (the number of physicd clients being smaller, presumably
lessthan 12,000, 8% of them savings acourts and 1246 debit acounts. 91% of its savers,
but only 37% of its borrowers, are poar. Under presaures of viability, the bank is forced to
concentrate its business in terms of volume, onthe non-poar. At the sametime, it is svamped
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by savings. It finds itself unable to expand its lending businessat the same rate and is left with
a huge liquidity surplus. With lessthan 500 poo borrowers, the poa can hardly be said to be
benefiting from the dona suppy of a sizeable anount of equity. However, thisis nat dueto a
ladk of effort and commitment of the bank to read the poa. Instead, it has been the poa
who, given the dhoice between saving and barower, opted for the former.

The inadequacy of the various approaches to fully eradicate poverty has caused grea concern
in the office of the president which hes, in 1992, @dared war on powerty with afocus on poa
vill ages through IDT. Discusgons were held on whether this objedive was best achieved
through a massve suppy of subsidized credit or through a strengthening of ingtitutions
supdying microcredit at market rates. The final dedsion was in favor of a combined group
lending and local financial institution-building approach modeled after the PAK and
PHBK experience Up to US$ 200million are lent annwally to 20,633 poovill ages, ead of
which may receve Rp 20milli on ($88,000 per vill age for threeyeas. Funds are onlent by the
groups to their members at locdly determined terms. With the help o fadlit ators of widely
varying competence, the groups are required to either evolve into an autonamous locd
financial institution, a merge with an existing one.

There is anotable dsence of financial institutions or programs of any significance spedali zed
on women in Indoresia. To varying degrees, women are part of the market of any financial
ingtitution; but most of them have no financial products differentiated by sex, na do they
report sex-spedfic data.

In microfinance, women have usually been foundto be the better savers and more reliable
borrowers,; however, they have dso tended to be the small er savers and investors. Few formal
ingtitutions, including formal and semiforma MFIs, have focused onwomen orly. It would be
unthinkable for a national bank like BRI or a private rural bank like BPR Shinta Daya to
mainly focus on women. There is usually a wide scope of widening, bu not limiting, their
outread to women. The group approach can be particularly helpful in that resped. Informal
financial institutions of the ROSCA type ae dmost considered a female monopdy in Indo-
nesia; upgrading them would gredly contribute to financial degening for the women
participants and indiredly contribute to their outready — a degpened ouread in this case.
Speda programs focusing solely on the poa like PAK made the experience that a strong
though na necessarily exclusive focus on women will grealy contribute to the viability of the
program and also be more dfedive in powerty alleviation in terms of dona investment. If this
course is further pursued, it might have paved the way for transforming, with TA, projed
operations into large numbers of autonamous locad MFIs owned and run by women.

In the table below, summary data @ of December 1995 are given on outreach of the four

institutions covered by the cae studies. Grameen replicaion pojed MKEJ for some 1,125
women; Bank Shinta Daya, arural bank with abou 30,000customers; Bank Purba Danarta, a
new NGO universal bank with close to 11,000 customers; and P4K with some 330,000
participants (1995 below the powverty line, about half of them women.

Table2.1; Outreach of four MFI in Indonesia, 1995*

MFI Number of % of poar Number of % of poar
borrowers borrowers savers savers
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MKEJ 1,078 10%% 1,125 100%

Bank Shinta Daya 12,656 6% 30,340 62%
Bank Purba Danarta 1,322 3™ 11,893 91%
PAK 203,790 100% 328,670 100%

* Some of the data given in the text are more recent than December 1995.The original dataon
PAK were on groups of an average size of ten members. Borrowers and savers normally
overlap and canna be added up.In programs with a forced saving comporent the number of
savers usualy equals the total number of participants; in banks the total number of customers
islikely to be somewhat larger than the number of savers. Bank Shinta Daya and Bank Purba
Danarta, like any bank, give no lreskdown by sex of customer.

In sum, Indoresia has made grea progress in extending financial services to amost all
segments of the popuation. Instead of replicating successes of other courtries, Indoresia, over
aperiod d over a hunded yeas, has foundits own urique way of coping with powerty and
rural finance In rural and microfinance Bank Rakyat Indoresia with its aimost three milli on
small borrowers and nov almost eighteen million small savers is perhaps the biggest single
provider of financial services. Numerous other banks, including provincial government-owned
banks (BPD) and private banks like Bank Dagang Bali have extended their services to the
poarer sedions of the popuation, including self-help groups of the poa. The 9,000registered
MFIs 1,650 d them banks, the others ssmiformal financia institutions nat fali ng under the
banking law  represent a financia infrastructure which can pdentialy serve a large
propation d the popuation spread over 60,000 vil ages and cities. However, there ae still
poa areas and pakets of poa people that have been left out. How can they be reached?

If there is one major conclusion to be drawn from the Indoresian experience it might read: It
isviable financial institutions that reach the poor; but programs can pave the way! The
main emphasis of any further attempt at poverty aleviation must concentrate on institution-
bullding: the establishment and upmrading of ingtitutions owned by the poa, and d
institutions providing services for a dientele that includes the poar.

It isclea that no single gpproach or single type of institution will achieve thisend. A systems
approach to microfinance may be nealed which promotes the accesof al segments of the
popuation to the services of financial institutions through a variety of strategies and gives
speda emphasis to the poar as a market segment and, at the same time, as potential owners of
member-based financial institutions (MBIs):

» Assdt informal financial institutions to upgrade their financial operations and aqqjuire an
appropriate legal status, thus evolving into semifinancial institutions with degpened
services and increased ouread

* Asgst semiformal financia institutions to upgrade their financial operations and evolve,
where feasible, into vill age banks (BPR)
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e Asdggt informal, semiformal and forma MFIs to link up with banks as refinancing
institutions, thus grengthening their financial service caadty and deepened ouread.!

» Asgst the poa in poa vill ages, in theinformal sedor andin packets of poverty to arganize
themselves in self-help groups by using the PAK experience assst them in upgrading their
adivities andin gaining accessto the financial services of banks

* Asdst MFIsto open awindow for targeting the poa through the group approach, linking
the MFI to existing self-help groups

» Asgdt poverty alleviation projeds in increasing women's participation and in transforming
their locd financial operationsinto autonamous locd MFIs owned and run by women

» Asgst rural and commercia banks in establi shing businessrelations with MFIs to refinance
their adivities, thus drengthening their financial degpening and ouread.

b. Financial viability and sustainability

Only viable financia institutions with sustainable financial services can increase their
outread. The issue of viability is thus nat only of relevance to the hedth and surviva of the
institutions but also to the poar themselves as clients and ovners of such institutions.

Before the onset of deregulation in 1983, financia viability was not a cncen in the
government's subsidized credit programs. Repayment rates averaged abou 40%, and killi ons
of ddlars were lost over the yeas, with BRI as one of the maor disbursors involved. After
1983, government banks were increasingly forced to rely on their own resources. With
technicd asgstance from HIID, BRI responded by conwverting its 3,400 vl age sublranches
into profit centers and introducing KUPEDES, a aedit scheme with market rates of interest
and paverful incentives for timely repayment. To step up its resource mohili zation, it
introduced SIMPEDES, alottery savings s£heme that proved very attradive. Repayment rates
are aound 97%. By 1990, the funds for lending at vill age level were fully mobili zed from
locd savings. Since then, the number of borrowers has climbed to 2.6 million, while the
number of savers has skyrocketed from 6 millionto over 17 millionin 1996 KUPEDES is the
only magjor profit making scheme of BRI. On the whole the BRI vill age units becane fully
self-reliant and pofitable within six yeas snce 1984  poof that government-owned
agricultural banks can be successully restructured into viable institutions with sustainable
financial servicesto the poarer (though na the poarest) sedions of the popuation. (The asts
of foreign TA isusualy nat included in the caculations of viability.)

The semiformal financial institutions established through government initiative & vill age
(like LPN, LPD, BKD) and subdstrict level (like BKK), after an initial equity bocster by the
government, were meant to turn into viable institutions. As they did na fall under the banking
law, they were permitted, even before the deregulation d 1983, to charge rates of interest
covering their costs and producing a profit. Many of the small vill age-based BKDs, which fell

! Finarcial degpening refers to an increase in financial services to a given areaor market
segment. In dscussng outread, it is proposed to take a wider view and include bath
quantitative and qualitative outread, i.e. numbers and impad.
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under BRI supervision, kecane dormant. Of the programs under provincia bank supervision,
approximately half the ingtitutions were adive. Those that fell under the USAID Financial
Ingtitutions Projed (FID) turned into viable institutions with a range of credit products. High
interest rates ranging from abou 30% to 60% p.a. na only covered their costs but also served
as amagjor instrument of resource mohili zation, financing the rapid expansion d the program.
They are proof that MFI that are registered bu do nd fall under the banking law can be viable
by charging market rates of interest even in the alverse palicy environment before 1983.

The newly established formal sector village banks, BPR, and the older MFIs converted into
BPR like Bank Shinta Daya have usualy been successul in attaining viability, covering their
costs through a variety of credit products adapted to the needs of their clients including some
of the poar. This ®ams also to apply to the BPR set up by NGOs, which mostly cater for the
poar. However, if such ingtitutions are set up as universal banks requiring an equity capital of
Rp. 10 bn,as in Bank Purba Danarta, ou fourth case study, the atainment of full viability
may be along way off. During the last threeyeas the MFI sedor as awhale has shown losses,
indicating that a number of ingtitutions may be in dstress an isdle that neals further
investigation.

Indigenous informal financial institutions, among them hundeds of thousands of rotating
and nomotating savings and credit associations and aher financia self-help groups, bu also
moneylenders, are self-reliant from the onset, mohili zing their own resources, and they are
viable, covering their costs and risks from the margin. Savings, credit and insurance services
are sometimes combined in ingenious ways. Through PHBK and aher programs, increasing
numbers are given accessto capadty-building by NGOs and to bank sources of refinance

Considerable numbers of solidarity groups with financial functions have been set up in
Indoresia by GOs and NGOs. Supgdied with government or dona funds, such groups have
rarely attained self-reliance and viability. With some success the linkage banking projed,
PHBK, of Bank Indoresia and GTZ has attempted to introduce a ommercia approac to
them, providing training to NGOs and SHGs to turn them into viable financial intermediaries.
In resporse, some NGOs have establi shed their own banks whil e some banks have establi shed
their own groups; and most of the groups under the program are now viable, repaying their
loans and covering their costs from the margin. However, access to bank refinancing has
drasticdly increased their external resource base, simultaneously deaeasing the degree of
their self-reliance

Dona-suppated programs and institutions like MK EJ, P4K and Bank Purba Danarta have
generally not been self-reliant as they depend to alarge degreeon ouside resources. However,
viability isfeasible, though presently nat in read for the two programs.

Grameen replicator MK EJ reports liabiliti es in the form of soft loans receved (outstanding as
of 12/1995 to the anount of Rp 107.2million (abou haf from government-owned Bank
Negara Indoresia and helf from Grameen Trust Fund compared to assts in the form of
loans outstanding amounting to a mere Rp 74.0 million. With an interest rate of 10% on
savings depaosits and 3.3%6 on soft loans, a lending interest rate of 30% and an ontime
repayment rate of 98%, its gread shoud be more than sufficient to cover its costs. This is
indeed the cae & indicaed by the adegree of partial financia self-sufficiency of 110%.
However, given its dependency on dona funds, its degreeof full financial self-sufficiency is
only 3%. MKEJ is a young institution with a relatively costly delivery system using the
Grameen Bank's gnall group approach. It employs afield staff of four, one on average for 56
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groups with atotal of 280 members. During its third yea, 1995,MKEJ showed itsfirst profits
(amourting to Rp 11.7 million), excluding however the honaaria paid to the university
advisory tean of three ad ignoring the market value of the soft loan (on which MKEJ pays
only 3.5% interest), which contains a subsidy element of Rp 7.0million if we use the rate of
interest paid by MKEJ to its depaositors (10%), or Rp 11.8 million if we use the average
savings deposit rate paid by BPR-type rural banks (14.3%) as a cdculatory basis. Moreover,
all these cdculations ignore the value of the time spent by the group members on their weekly
medings which substantially addto barower transadion costs. With total assets amourting to
Rp 127milli on, loans outstanding of Rp 74 million and a depaosit base of Rp 12.3million and
virtually no equity base, MKEJ would have to come along way to grow into a formal vill age
bank, BPR, which would require aminimum paid-in equity capital of Rp 50 million. So far
MKEJ has nat been able to demonstrate wnvincingly that the replicaion o the Grameen
Bank approach in Indoresia may substantiall y improve the poa's accessto financial services.

Bank Shinta Daya is a private rural bank that was established with private caital (US$
40,000in 1970,equivalent to Rp 92.2million in 1995 and financed its expansion from its
profits. Its net worth is now (12/1995 Rp. 495.8milli on (US$215,000, comprising Rp 179.5
million in capital and Rp 316.3in retained eanings. Accessto subsidized funds was not of
any vital importancein the history of Bank Shinta Daya. When Bank Indoresia scrapped most
of its aubsidized programs and insteal required commercia banks to alocae & least 20% of
its loan patfolio to small enterprises either diredly or through rural banks, Bank Shinta Daya
took advantage of this offer. In 1993and 1994 the bank oltained these funds amourting to
Rp 439.4million and Rp 178.5million oustanding, respedively, at interest rates below the
market rate, namely at 8.0% and 9.8, respedively. Meanwhile these rates have been
adjusted. In 1995the bank's outside funds amourted to Rp 163.0million onwhich it paid
16.68% interest which is above the average threemonths fixed deposit rate & well as above the
average rate paid by the bank to its depositors.

The arerage interest rate paid to its depositors was 15.2%6; the average interest rate charged to
borrowers was 27.4%; the default rate was 2.0%. In 1995the bank had accessto ouside funds
but, unike during the preceading yeas, na at a subsidized rate. Its total income a per 6/1995
amounted to Rp. 822.5million (Rp. 785.0 million interest income + Rp 27.6 million
operational income +Rp. 9.9million nonogrational income); net profit of the yea acwrding
to the balance shed was Rp 63.3million which is equivalent to 7.6 of its total income and
12.8% of its net worth. Other efficiency measures provided onthe basis of the cae study are
(as per 12/1995:

Ratio of salariesto average ss<ts. 6.3%
Ratio of operating coststo average assts:  10.0%
Ratio o financial coststo average sssts:  12.9%

Return onaverage ss<ts: 27.%%
Operating costg/total financial services: 16.%%0
Total costg/total financia services: 22. 7%
Average salary as % of GDP/capita 325.%9%

Degreeof partia financial self-sufficiency: 111%
Degreeof full financial self-sufficiency:  96%

Bank Shinta Daya has afield staff of 17 ead of which serves an average of 1,767 customers.
The bank employs two techndogies. retail financial services to individuals and wholesale
services through groups. By adding the whoesale techndogy the bank has substantially
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increased its outread in terms of number of (end-) customers. Group members represent 49%
of the bank's dired and indired borrowers and 24% of the bank's depositors. However, in
terms of viability, the aucial issue to the bank is: How much daes the group techndogy add
to the bank's businessvolume? And haw profitable ae the two techndogies to the bank?

In terms of volume, group lending is of minor importance to the bank: 89% of the bank's
lending volume goes to individual borrowers and orly 10.7%% to group barowers. Group
deposits are dmost negligible, representing only 3% of total savings deposits in the bank
compared to 976 raised retail from individua clients. Regarding profitability, the most
important observation from the Bank Shinta Daya data is that both are profitable. The second
observation is that the individual techndogy is more profitable than the group techndogy.
94% of the bank's profits are derived from its individual lending, only 6% from its group
lending. The profit ratio of the individual techndogy is 2.6 d loans outstanding, the profit
ratio of the grouptedindogy only 1.4% as siown in the foll owing table.

Table 2.2: Profitability of theindividual vs. group technology in Bank Shinta Daya (in %)

Item Individual Group Total
Income 97.6 2.4 100.0
Expenditure 98.0 2.0 100.0
Profit 94.0 6.0 100.0
Profit/Loans outstanding 2.6 1.4 2.5
Profit/Deposits 2.3 4.5 2.4
Profit/Fin. serv's 1.2 1.1 1.2

The grouptechndogy is thus found ly Bank Shinta Daya to be viable & such, bu adds littl e
to the bank's overall viability. Why then dces the bank engage in businesswith small groups?
The bank's management explains this with future expedations. By providing financial services
to group members with microenterprise adivities, it contributes to their growth. As the
members microenterprises grow, so will their businesswith bank. Besides providing a service
to the coommunity which covers its costs and even yields a profit, the bank hopes to grasp a
larger market share which might pay off substantially in the future.

Can programs that are government-implemented and dona-funded be viable? When BRI as a
wholesale bank for P4AK insisted on market rates of interest and timely repayment, na only
was viability approximated but outread, which is affeded by viability, substantially widened.
P4K works through a field staff of 2,384 (12/1995 provided by the Ministry of Agriculture;
ead staff members rves an average of 14 groups with abou 140 members.

P4K has taken several stepsin the diredion d viability and sustainability. It strengthens group
asociations which have sportaneously emerged in large numbers, they function as
autonamous ingtitutions, mohili zing their own resources and providing short-term credit at
their own terms. The areas ratio is dill a mere 2.5%, refleding the seriousness of the
borrowers, the dfediveness of incentives st up by BRI (groups, vill ages and dstricts with
arreas over 10% are automaticdly cut off from repea loans) and the quality of supervision by
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projed staff. And finaly, BRI has agread to provide refinancing from its own resources
beyond the availability of IFAD funds. In the following table, some seleded indicaors of
viability are presented. Whil e the projed is profitable to BRI as exeauting bank, the indicators
show that PAK asaprojed is gill along way off financial self-sufficiency.

Bank Purba Danarta in Central Java is a aommercial bank for the poa which uses field
workers as itinerant banks, rather than branches. The expansion d the bank depends on its
successin training field staff in which the bank invests considerable time and resources. Only
university graduates are reauited; they receve 32 months of in-servicetraining; and orly 60%
pass the rigid fina tests. In 1995the bank employed 56 field workers, amost doule the
number (30) for 1993and 1994.0n average eab field worker served 339clients, comprised
of 34 barowers and 305savers.

Out of total assts of Rp 26.6bn as of 12/1995,the bank had Rp 10.7 bnloans outstanding.
Depositsin ather banks amounted to Rp 11.4 bn and reserves depasited in Bank Indoresia to
Rp 0.54 bn.Equity cgpital amounted to Rp 10 bn reserves to an astoundng Rp 2,389.2 bn
(including current and previous yea profits); and savings deposits to Rp 13.9 bn excealing
the volume of loans outstanding by a @nsiderable margin. Profits for 1995 amourted to Rp
0.65 bn 0 2.5% of total assets; 5.3% of the bank's net value; and 6.2 of loans outstanding.

As a large part of the bank's equity has been provided by a dona at no cost to the bank, the
asesgnent of the bank's viability hinges on whether or nat a market rate of interest isincluded
in the cdculation as a hidden subsidy. In the table below the hidden subsidy element is
excluded from the sustainability caculations. The degreeof partial financial self-sufficiency is
90%, the degree of full financial self-sufficiency 58% (157®%6 if income from interbank
deposits is included). The provision d equity capital has also contributed to the bank's
overliquidity, which it has depasited in ather banks. The loan to deposit ratio is gill very low,
but has increased substantially from 9.9% in 1993and 24.286 in 1994to 38.626 in 1995.
With an average interest rate on depaosit of 14%, a lending interest rate of 24% and a default
rate of 1%, the bank may eventually bemme viable, provided it continues to expand its
lending business However, to cover the @sts of an expanding microcredit businesswith the
poar, it would have to substantialy increase its interest rate.

Table 2.3: Selected indicators of viability in four MFIsin Indonesia, 1995

Indicaor MKEJ PAK ShintaD. PurbaD.
Av. interest rate on deposits 10.0% 10.0% 14. ™6 14.0%
Interest rate to barowers 30.0% 21.1%% 27.%% 24.0%
On-time repayment rate 98.0% 94.0% 96.5% 96.9%
Default rate 1.0% 3.2% 2.0% 1.0%
Op'l cost/Total fin. services 20.0% 32.0% 16.%% 10.0%
Average st of outside funds 3.5% 7.%% 16.9% 0.0%*
Savings avail able for lending 50.0% 20.0% 99.0% 168.0%
Partial financial self-sufficiency 110.0% 37.0% 111.0% 90.0%
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Full financial self-sufficiency 39.0% 35.0% 96.0% 58.0%6**
(157.0%)

*) Bank Purba Danarta has recaeved a major propation d its equity capital of Rp 10 hlli onin the
form of agrant which isthus nat a (soft) loan and onwhich nointerest is due.
**) Bank Purba Danarta has placed a substantial amourt of excessliquidity in ather banks (Rp. 11.4
billi on; + Rp. 0.54 lilli on as required reserves in Bank Indoresia). If income from interbank deposits
isincluded, the rate of full financia self-sufficiency jumpsto 15®6in 1995.

In sum, the Indoresian experience shows that viability and sustainability can be dtained in
banking with the poa and the nea-poar. Tedhnicd assstance has usualy played in key role
in the transformation d subsidized programs into savings-driven viable institutions. Indoresia
also shows that institutional viability can be adieved even under repressve palicy condtions
(before 1983, provided the ingtitutions remain norformal and apply their own sound
pradices. Capadty-building through training that may be provided by spedalized bank
training institutions and by qualified NGOs are akey inpu in the transformation process

Resour ce mobilization

The sustainability of microfinancial services hinges on two main fadors: the mobili zation o
internal resources and the soundress of financial pradices in deding with these resources.
Internal resource mohili zation makes microfinance institutions independent of government
and dona fundng. It is the heat of self-help. Mgjor resources include share caital, savings
deposits and profits. For some microfinancial institutions operating in the microeconamy,
high interest rates on loans may be a very effedive instrument of internal resource
mobhili zation in addition to the wlledion d voluntary savings; this is a form of self-impased
compulsory savings mohili zation frequently chosen by small institutions in the informal
financia sedor.

Savings products and innovations to be promoted may comprise @nwvenient depaosit
fadliti es for the acamulation and safeguarding of savings for microenterprise self-financing,
consumption and emergencies; paositive red returns to prevent erosion by inflation; savings
products that differ in yield, maturity and incentive structure, such as voluntary savings
withdrawable & any time or fixed deposits vs. regular compulsory savings that are
nonwithdrawable, lottery savings, raffles, etc.; and colledion services organized by
ingtitutions or customers such as daily, or some other form of regular, savings coll ection at
doarsteps, with transadion costs of this srvice ether borne by the saver (as in most informal
arrangements) or by the deposit institution (as in most banks which dffer this srvice). In
small locd microfinance ingtitutions, high interest rates on loans may serve & a major
mechanism of self-impased compulsory savings mobhili zation.

In subsistence ariculture and in remote aeas, particularly on the outer idands, and in
margina informal sedor adivities credit may be an inappropriate financial service In this
case savings promotion that strengthens the self-financing capadty of small farmers and
microentrepreneurs and the provision d safe aad convenient savings deposit fadliti es might
be the most resporsible financial service strategy.
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Resources can be mobilized under any palicy regime; but it is under in an environment of
deregulated interest rates that resource mobhili zation flourishes, providing a source of self-
financing to small farmers and entrepreneurs and a basis of self-reliance to financia
ingtitutions. By promoting, before deregulation in 1983, autonamous emiformal financial
ingtitutions that did na fall under the banking law, resource mohili zation as their main source
of fundng was effedively encouraged. As these ingtitutions found it difficult to colled
voluntary savings with a negative rate of return, their chief instrument of fund mohili zation
was a drasticdly increased interest rate on credit - insuring at the same time that very scarce
financial resources were dl ocaed to investments with the highest rates of return.

After the deregulation d interest rates in 1983and even more so after bank deregulation in
1988, resource mohili zation skyrocketed in Indoresia, the former event making it attradive
for individuals to save, the latter for institutions to expand their colledion retwork. The dfea
of deregulation has been more pronourced on savings proper, an instrument of the poarer
sedions of the popuation, than ontime deposits, an instrument of the non-poar.

Virtualy all types of financia institutions now mobili ze their own resources in Indoresia,
from national banks like BRI to vill age banks, semiformal MFIs and informal SHGs, and,
depending on the investment climate, they may do so in aggressve ways. Financial
innowetions flourish in this climate, with numerous new savings products emerging such as
lottery savings and dhily deposit colledion at doasteps. There is wide scope for further
stepping up resource mohili zation by documenting and dsseminating information on such
instruments. Institutions that resist innowvation and cortinue to stick to their preferential
savings and credit terms, like aedit unions until afew yeas ago, foundtheir growth impeded.
It is only soundfinancial pradices which strengthen institutions and provide incentives that
motivate their owner and customers.

Conwenient and safe savings depasit fadliti es are of particular importance to the poa who
have demonstrated, time and again, a high propensity to save. In the cae of Bank Shinta
Daya, savings depaosits amourt to 103% of loans outstanding. But whil e the poa acourt for
the majority of the bank's depositors, their share of the total amount of depositsis snall. This
has aso been the experience of Bank Purba Danarta, ou fourth case study. After it turned
from an NGO intermediary into aformal bank, it was svamped with savings which, acording
to data from its balance shed (end-1995, amourted to Rp. 13.9 bn § 1995.0nly Rp. 10.7 bn
of atotal of abou Rp. 22 bnin loanable funds were loaned ou, and orly 1% of this amourt to
poa borrowers. At the same time, its poar clients contributed 5% of the savings while 95%
came from nonpoa clients as of 1219952 The bank now redizes it will t ake yeasto train the
staff required to read the vast numbers of savers and barowers it ultimately wants to serve.
P4K has ancther story to tell with regard to the poa's interest in savings. The projed has a
compulsory savings comporent adjusted to the average regular savings capadty of a group.
Asthisis far from exhausting the savings capadty of the members and as the small groups of
ten members eat were found to be too small to serve & financial intermediaries, some
groups darted to join together in associations with weekly medings at which savings are

2 |ndiredly this also indicaes that an equity capital of Rp 50 million as required for the
establishment of a rural bank of the BPR type (or several times Rp 50 million for several
small autonamous rural banks) would have been adequate for meding the aedit demands of
the market segment envisaged by the bank. This would also have avoided owerliquidity and
dona dependency.
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colleded, loans disbursed and instalments repayment. The number of asociations grew from
181 in July 1992, comprising 910 groups with 9,100members, to 2,051 comprising 9,287
groups with nealy 100,000members, i.e. abou 28% of al projed participants. They continue
to sprea like wildfire: during the half-yea period from Decanber 1995to June 1996 their
number grew by 36%. These aciations form the nucleus of self-reliant and self-managed
locd financial intermediaries that might eventually grow into rural banks (BPR). Asthey are a
by-product of the projed, nostatistics are avail able of their financial transadions.

Some data ae given below on the volume of savings and loans in the four MFIs gudied,
yielding a very low savings ratio of not more than 0.2 for the two projeds which heavily
depend on dono funds, and a high savings ratio above 1.0 for the two banks which mobili ze
their own resources.

Table 2.4: Savingsand loansin four MFIsin Indonesia, 1995
(amourtsin milli on Rupiah)

MF Savings mobili zed Loans outstanding Savings ratio
MKEJ 12.3 73.6 0.17
PAK 4,157.2 20,455.7 0.2
Bank Shinta Daya 5,052.1 4,825.0 1.05
Bank Purba Danarta 13,908.0 10,708.0 1.30

Average deposits in the two projeds, amourting to Rp 11,000and Rp 13,000,respedively,
are substantially lower than in the two banks with average depaosits of Rp 167,000and Rp.
1,430,000r1espedively. To some extent thisis due to the fad that the two projed exclusively
caer for the poa while the banks work with bah the poa and the nonpoa. However, this
does nat fully explain the difference & average deposits of the poa in the two banks, Rp
62,000 and Rp 70,000, respedively, are more than five-fold the deposits in the projed-
suppated institutions. The dedsive fador here is the savings mobili zation techndogy: the
two projeds rely on regular compulsory savings which are invariably fixed at a minimum
aff ordable by al group members whil e the two banks have more innowative savings products
such as doar step colledion d savings and vduntary savings. The projeds do nd exhaust the
savings cgpadty of their customers; or in ather words: their savings depaosit fadliti es for the
poa are inadequate. The vast diff erence between the two banks in terms of average deposits
from the nonpoa, namely Rp 656,000and Rp 15,290,000js probably due to type of bank
andtheir location, Bank Shinta Daya being arural bank located in arural area and Bank Purba
Danarta a ®mmercia bank located in the caital of the Region o Central Java.
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Table 2.5: Number of depositors and average deposits of poor and non-poor customers
in four MFIsin Indonesia, 1995
(figuresin '000 depositors and Rp '000 depasits)

Depositors/deposits MKEJ PAK Shinta Daya PurbaD.
Depositors 1.1 328,67 30 12
Poor 11 328,67 26 11
Non-poar 0 0 5 1
Average depasits 11 13 167 1,430
Poor 11 13 62 70
Non-poa - - 656 15,290

In sum, given the neal o the poa for savings deposit fadliti es, it is al the more surprising
that projeds focussng exclusively on the poa as in the various Grameen Bank replications
(including MKEJ) and Small Farmer Devdopment Projeds (including P4K) continue to be
credit-driven and dfer littl e in terms of innowetive savings products with attradive returns and
convenient colledion services, with regular compulsory savings as promoted by these projeds
tending to restrict savings to the required minimum. Unlessthis is reversed, we may conclude
that such projeds may ultimately provide more of a disservice to the poa than a service,
promoting indebtedness more than a hedthy self-financing cgpadty. In particular, credit-
driven powerty aleviation grojeds might missthe dance of asssting the poar in using their
financial resources and the technicd and financial assstance offered for establishing or
strengthening their own MFIs.

d. Regulatory framework

The Indoresian experience shows that the establishment of MFIs and the outread o existing
financial institutions to the poa has been gredly influenced by two events: the deregulation o
interest rates in 1983which led to a surgein national resource mohili zation and a multitude of
financial innowetions, and bank deregulation in 1988, which led to the establishment of a
rapidly increasing number of vill age banks and the transformation d small i nstitutions into
rural formal sedor banks. Both have grealy eased accessof the poa to banking services and
contributed to the reduction d poverty in Indoresia. However, there is dill a felt need for
ancther nationally reaognized legal status for MFIs below the level of rural banks, including
very small institutions such as slf-help groups and self-help aswociations of the poa, or at
least a recognized form of registration, particularly for the associations of groups formed
under PAK. The neal isaso felt in Indoresiato creae second-tier regulatory authoriti es, other
than the Cooperative Department, which render appropriate guidance and supervision services
to MFlIs.

Indoresia has a degp experience in the promotion d MFIs, the expansion d microfinancial
services and the dleviation d powverty. This experience indicates that changes in the padlicy
and regulatory environment have been of crucial importance in that field. The Indoresian
experience dlows us to draw some general conclusions in that resped. For the further
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development of microfinance institutions and microfinancia services for the poarer segments
of the popuation, four policy measures are of particular importance

€.

Deregulation of interest rates to permit institutions to pay interest rates with pasitive red
returns to savers and to charge interest rates on loans that cover their costs and permit
profits from which their expansion is financed and avners are rewarded [under condtions
of nationdly regulated interest rates. granting of exemptions from interest rate regulation
for a spedfic aea ingtitution and time period]. The four MFIs gudied have use of the
oppatunities offered by deregulation in varying ways, off ering depaosit rates ranging from
10% to 14.®%6 and charging average lending rates from 21% to 3(%. They also allow a
given ingtitution to dfferentiate their interest rates acarding to loan product, depending on
loan size, maturity and colledion service

Bank deregulation to ease the establi shment of new banks, branching out, taking the bark
to the people, and to alow for the establishment of locd MFIs with equity capita
requirements that substantially differ from those for national banks. The transformation o
the financia adivities of NGO Purba Danarta into a ammercial bank has been the dired
result of this deregulation.

Provision of adequate forms of governance and legal status for MFIs that may be
owned by members, communities and stockhalders (as in the cae of Bank Shinta Daya)
including NGOs (as in the cae of Bank Purba Danarta). There is gill a need for adequate
forms of non-bank status for small and very small MFIs such as financia self-help groups
(i.e., genuine micro-institutions)

establishment of second-tier regulatory authorities which guide and supervise large

numbers of small financial institutions that canna be dfedively controlled by the central
bank: still | argely atask of the future.

Sound microfinance practices®

Soundmicrofinance pradices pertaining to microsavings, microcredit, and microinsurance ae
esentia for the viability of MFIs and for a sustained increase in their serviceoutread. Thisis
of particular importance in banking with the poar, hitherto thought of as unbankable.
Succesdul MFIs with sustainable microcredit services in Indoresia have usualy invented a
host of instruments and strategies which dffer from those used in banking with the urban o
rural nonpoa. There ae probably not many courtries with a wider spedrum of MFIs and a

deeper experiencewith sound, @ best, microfinance pradices than Indoresia.

% The World Bank hes introduced the term best practices. This term evokes the notion o
optimal pradices applicable anywhere. In contrad, experience has rown that sound pactices
vary by environment and must be aljusted to a given situation. What is soundin ore situation

may be unsoundin ancther.
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Microsavings products that may be used by formal, semiformal and informal financial
ingtitutions comprise withdrawable voluntary savings, time deposits, daily savings, doastep
service savings, norwithdrawable @mpulsory savings, equity savings, rotating savings,
savings with a lottery comporent, and savings tied in various ways to credit including savings
build into the interest rate on loans.” They are major instruments in the hands of both formal
and norformal institutions to crede their own deposit base. Savings products successully
used by Bank Shinta Daya include voluntary individual passbook savings and time deposits
and compulsory group savings, with interest rates ranging from 12% on passook savings to
15-21% p.a. ontime deposits. Bank Purba Danarta has demonstrated its cgpability as a
commercia bank to colled savings of the smallest sizes, i.e.. between Rp 100and Rp 2500
($0.041.09, from the poar. From ead participant, the field staff colleds fixed savings (Bina
Anggaan) at doa steps, using savings gamps, withou recurse to the grouptedind ogy!

The greaest chall enge for indigenous informal financia institutions which namally mobili ze
their own internal resources and exogenous informal institutions contingent uponGO or NGO
resources appeas to lie in the development of a range of savings products diff erentiated
acording to yield and maturity, including voluntary withdrawable savings. The greaest
challenge to banks, which frequently have accesto essy money and cheg rediscourting
fadliti es, is the development of attradive savings products and cost-effedive wlledion
services that minimize both the bank's and the savers transadion costs — hinging on the
dedsion to opt for long-term self-reliance and ingtitutional sustainability rather than short-
term dona dependency. From a austomer's viewpaint it is important that institutions offer
convenient depasit fadliti es for the safeguarding of their savings acaimulated for agricultural
and microenterprise self-financing, emergency and consumption puposes. It is further
important to customers that there is a positive yield in red terms lest their savings are eoded
by inflation. Savings products differing in yield and maturity provide incentives to find the
right balance between the ingtitutions' concern for long-term deposits (as a basis of long-term
loans) and the austomers' liquidity preferences (in the form of savings withdrawable & any
time): a particularly difficult task in inflationary econamies. An additional function d savings
lies in the establishment of a track record, providing inexpensive information on the
creditworthinessof customers. Particularly in the cae of the poar, a savings acount provides
easy accessto a bank, alows familiarization with the bank and its corporate alture, and
creaes an oppatunity for building up liquid coll ateral for loans.

Microcredit products’ are more gpropriately differentiated in terms of maturities,
instalments, services and collatera requirements (ranging from joint liability and personal
guarantees to tangible mllatera and pawning) than in terms of loan use, which is costly to
appraise and, for fungibility reasons, difficult to control. Bank Shinta Daya has two major
caegories of loan products: retail 1oans to individual customers and whole sale loans to
groups which orlend to their members at terms determined by ead group. It is the bank's

* Savings products and techniques of savings mobhili zation have been presented in the form of
training modues in: Hans Dieter Seibel, Self-Help Groups as Financia Intermediaries. A
Training Manual for Self-Help Groups, Banks and NGOs. Verlag fuer Entwicklungspaliti k,
Saabruedken (Germany), 1992, pp. 9912, 160, 174, 210

® Credit products and techniques of appropriate aedit disbursement have been presented in the

form of training modues in: H.D. Seibel, Self-Help Groups as Financial Intermediaries,
Saabruedken 1992, pp. 12340, 171193.
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basic principle to provide quick and convenient accessto small and dften short-term loans and
to base subsequent lending dedsions on repayment performance It accepts collatera
substitutes uch as pea guarantees and, in the cae of grouploans, pee presaure. Bank Shinta
Daya enploys a fine-tuned loan pricing strategy which takes into customer category (groups,
small entrepreneurs or farmers, wage or salary eaners) and size of loan, collateral
requirements, loan period and spadng of instalments. Loan products range from 3-6 months
small lcans upto Rp 5milli onwith weekly instalments at 30% interest p.a., dreded mainly to
the aedit demand d small traders the mgjority of which are women; to 1218 months loans
above Rp 20 million with monthly installments at 27.5% p.a., dreded particularly to small
entrepreneurs). For the convenience of the austomers, interest rates are stated as flat rates per
month, ranging from 1.7% p.m. for the small est-size and 1.28%6 p.m. for the largest-size loans,
and instalments of a @nstant size throughou the repayment period. Bank Purba Danarta is
a ommercia bank that has demonstrated the viability of lending to the poar, employing two
credit products: microloans of Rp 50-300,000($22-130) with weekly repayments and small
loans up to Rp 1.0milli onwith monthly instalments.

Viable and sustainable microcredit schemes require: prudent adjustment to howsehold savings,
investment and repayment capadties; small | oan sizes, with celi ngs growing over a ¢/cle of
repea loans up to a level determined by the esorptive caacity of the microenterprise and
houwsehold emnamy; dynamicdly growing savings-to-credit ratios; market rates of interest
autonomously determined by financia institutions and dfferentiated according to costs and
services provided; loan maturiti es and repayment modaliti es acording to customer needs and
differentiated, in case of whoesaling, acording for ead level of intermediation; short
maturiti es, nograceperiods and short instalment periods in case of initial loans; insistence on,
and incentives for, timely repayment; and the development and provision d cost-effedive
monitoring systems.

Microinsurance® is the most underdeveloped part of microfinance Y et various shemes exist
that are viable, benefiting bath the ingtitutions and their clients. Such schemes have generally
served two major purposes. They have cntributed to loan seaurity; and they have served as
instruments of resource mobhili zation. Life aad hedth insurance have been successully
incorporated into schemes of loan protedion by the private aedit union movement under the
Credit Union Coordinating Office (CUCO), a member of WOCCU, in Jakarta. In aher
courtries there ae dso succesful examples of acddent insurance and, since the days of
Raiffeisen, d catleinsurance There ae no knavn cases of viable aop insurance schemes.

Product reciprocity ties credit to savings and insurance, and Jice versa. It avoids moral
hazard and improves financial discipline. For otherwise unbankable austomers, it establishes a
tradk record. To banks, it offers a wst-eff edive solution to the information problem.

Through collection reciprocity an institution may combine the wlledion d savings,
instalments and premiums. This can be aucial to arrears prevention in the informal sedor
where incomes are daily or irregular, bu not monthly, and are likely to escagpe lledion
withou appropriate timing and coll edion techniques. Recovery rates can be further improved
by tied lending, which interlinks credit with commodity transadions, which are widespreal in
the norformal sedor but may also be successully applied by formal institutions.

® Microinsurance products are introduced in some training modues in: H.D. Seibel, Self-Help
Groups as Financia Intermediaries, Saabrueden 1992, pp. 14142, 194
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Microfinance procedures and services shoud be set by financia ingtitutions rather than
government; be austomer-oriented, i.e. simple, fast and ontime; be market-oriented and in
competition with those by other forma or norforma institutions, and cover their cost.
Financia institutions in Indoresia provide anple evidence of appropriate procedures and
services geaed to (1) soundfinancial management, (2) convenient and safe savings coll edion
and deposit fadliti es, (3) appropriate loan appraisal and processng procedures, (4) adequate
risk management (including collateral substitutes, norforma collateral, loan protedion
schemes and prudent loan dsbursement), (5) timely repayment coll edion, (6) monitoring and
(7) effedive information gathering, al of which may include moperation ketween dfferent
formal and noriorma intermediaries acwrding to their respedive dfediveness and
complementarity.

Thetermsand conditions of financia contrads must be soundfrom both an institution's and
its customers viewpoints. To arrive & balanced loan contrads, an exchange of experience and
mutual leaning may be required between the various types of norforma and formal
ingtitutions including: (1) informal financia institutions with their wide range of contractual
terms concening interest rates, loan sizes, maturities, grace periods, loan pupaoses,
redprocities, collateral requirements, services, transadion cost sharing arrangements and
unbounad innovwetions; (2) semiformal financial institutions including projeds and pgrograms,
which tend to be influenced by governmental or nongovernmental dona's and may combine
comprehensive norfinancial services with a ladk of commercial orientation; (3) formal
ingtitutions on tightly regulated markets, with a narrow and wualy inflexible range of
contradual terms (or failing to utili ze the freedom granted by deregulation); and (4) formal
ingtitutions on deregulated markets with their much wider range of terms, transadion cost
sharing arrangements and innowations. In Indoresia, this leaning process has been
systematicdly promoted by Bank Indoresia through its linkage banking projed, PHBK.

Ultimately savers and barowers must be regarded as a market for financia institutions: with
the ingtitutions as intermediaries and savers and barowers as customers rather than
beneficiaries. Contradual terms and condtions on that market are the result of negotiation and
competition rather than administrative impaosition and convenience With increasing
ingtitutional diversificaion, there has been mourting competition among institutions at least
in the more densely popuated parts of Indoresia. This is one of the best guarantee for
balanced loan contrads that do nd ignore the interests of the poar.

f. Individual vs. group microfinance technologies

The dfedivenessof the individual vs. the group microfinance tedhndogy is presently being
hotly debated, sometimes to the point of holy warfare & evidenced duing the Bank Poor '96
workshop in Kuala Lumpur in Decenber 1996 and the Microcredit Summit in Washington
DC in February 1997. Examples for the success of ead basicdly attest to the feasibility of
eat approach bu leave open the question as to the @ndtions under which ead is most
appropriate and to their relative dfediveness What makes a comparative evaluation dfficult
is the fad that most institutions or programs are spedalized on ore of the two tedindogies.
Moreover, the individua techndogy is usually employed by banks and the group techndogy
in NGO and GO projeds, which means that any result is smultaneously determined by type of
tecdhndogy and type of institution. Of the institutions gudied in Indoresia, MKEJ and P4K
which exclusively caer for the poa are spedalized on the group techndogy, Bank Purba
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Danarta which caters for the poa and the nonpoa on the individual techndogy. Further
limitations derive from the fad that the two techndogies are frequently not applied to bah
savings deposit colledion and credit; and that banks frequently cater for the nonpoa and
NGOs for the poa. How are we then to compare the dfedivenessof NGOs lending to the
poar indiredly through groups with banks coll eding savings from and lending diredly to the
nonpoa asindividuas?

Among the four case studies from Indoresiathere is one of an institution which employs both
techndogies; applies them to deposit colledion as well as credit delivery; and caers for the
poa and the nonpoa: Bank Shinta Daya in Kalasan. The eisting data for Decenber 1995
allow us to analyze the dfedivenessof the two techndogies with regard to savings depasits,
credit and profitability to the bank. Bank Shinta Daya started its individual savings and credit
businessin 1970.In 1989it started experimenting with the group approach through a locd
NGO as financial intermediary: the bank lent to the NGO which orlent to the self-help groups
under its guidance which in turn lent to their members. The NGO had been previously
invalved in the disbursement of dona-provided funds to a large number of widely dispersed
groups and regarded the bank as a welcome new dona. The eperience ended in dsaster.
Losses amourting to abou $50,000 were equally shared between the bank and Bank
Indoresia, which had suppated the experiment (though withou credit guarantees). Instead of
giving up on group lending, Bank Shinta Daya, like any good hkanker, leaned from the
experience It abandored its cooperation with the NGO and its pampered groups and started to
seled and train locd self-help groups with well-established internal savings and credit
adivities through its own SHG department. The bank's experience with the group technd ogy
is thus relatively yourg. Its businesswith self-help groups has been rapidly expanding and is
expeded to expand further.

As of Decamber 1995,the bank worked with 310groups sleded from within the vicinity of
the bank, with atotal of 7,750members. As of 12/1995 7,400 bthem were adive savers and
6,200adive borrowers of funds lent by the bank wholesale to the SHGs. At the same time the
bank had 22,940individual depositors and 6,456individual borrowers. Savers and barowers
canna be added upto arrive a the total number of customers. The pradicein small banksin
Indoresiais that opening a savings acournt precales a aedit applicaion, with the result that
the number of savers equals more or lessthe total number of customers.

With regard to savers, the group techndogy has enabled the bank to expand its clientele by
about one third. Threequarters of its depasitors are individual customers (75.6%), ore quarter
are group members (24.%4%0). However, there is a wide differentia between individual and
group savers in terms of the anount deposited: of the total amourt of savings deposits 96.9%6
have been mohili zed from individuals and orly 3.1% through groups. The differenceis due to
savings techniques. savings from individuas are voluntary; savings through groups are
compulsory, regular and standardized at a minimal level that is aff ordable by ead member of
agroup.

Even before the aoption d the group techndogy the bank dedt with large numbers of poa
depositors. As of 12/1995 18,35Zor 80%) out of its 22,940individual depositors were poar.
The grouptedindogy has enabled the bank to expand its outread to poa depasitors by 40%,
namely from 18,352individual poa savers by 7,400group members, who are dl poa, to a
total of 25,752.0f the bank's poa depositors 71% are individual customers and 296 group
members. Among the poa customers of the bank, 90% of the volume of depasits has been
colleded from individuals and 10% through groups.
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There ae two conclusions. (1) the group techndogy incresses the bank's outread to
depositors including the poa by a notable margin, bu adds littl e to the overall volume of
resources mohili zed; (2) the bank's individual approach is svings-driven, its group approach
isnat.

Table 2.6: Savings mobilization through individual and group technologies in Bank
Shinta Daya

Individual Group Total

Depositors:

Number 22,940 7,400 30,340

Percent 75.6% 24.%% 100.0%
Poor depositors only:

Number 18,352 7.400 25,752

Percent 71.3% 28. ™% 100.0%
Amourt of depositsin %:

All 96.9% 3.1% 100.0%

Poor only 89.9% 10.1% 100.0%

With regard to barowers, the group techndogy has enabled the bank to doulbde its outread:
from 6,456 to 12,656 baowers, bu has added relatively little to the volume of loans
outstanding. Group members represent 4% of borrowers but only 11% of the volume of
loans outstanding.

Through the group tedhndogy the bank has increased its outread to poa borrowers
substantially, namely from 2,582 ly amargin of 240% to a total number of 8,782. 296 of its
poa borrowers are individual customers, 71% are group members. Average loan sizes of
individual borrowers are more than two times bigger than those of group members, with the
result that the volume of loans outstanding from the poa are in the hands of the much smaller
number of individual borrowers.

Two conclusions may be drawn: (1) the grouptedindogy vastly increases the bank's outread
to the poa but adds relatively little to the its overal lending volume; (2) the individual
approad allows for larger average loan sizes to the poar than the group approac - a finding
which requires further reseach. It is not clea to what extent these ae two dfferent categories
of the poa; or whether individual lending all ows for more diff erentiated loan screening while
the group approach suffers from an inherent regresson to the mean.

Table 2.7: Credit delivery through individual and group technologies in Bank Shinta
Daya

Individual Group Total
Borrowers:
Number 6,456 6,200 12,656
Percent 51.00% 49.0% 100.C%
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Poor borrowers only:

Number 2,582 6,200 8,782

Percent 29.%% 70.8% 100.0%
Loars outstandng in %:

All 89.3% 10.®% 100.0%

Poor only 48.%% 51.8% 100.0%

Both techndogies are profitable to the bank. That means they not only all ow the bank to cover
their costs but also to make aprofit. However, the @ntribution d the group businessto the
bank's profits is only 6%. Group lending is also less profitable than individua lending, with
profits from individual lending amourting to 2.68% of individual loans outstanding and profits
from group lending amounting to orly 1.4% of group loans outstanding (table 2.8, cf also
table 2.2).

Table 2.8: Profitability of individual and group technologiesin Bank Shinta Daya

Individual Group Total
Net profit of the bank 94.0% 6.0% 100.0%
Profit in % of loans outstanding 2.6% 1.4% 2.5%
Profit in % of total fin. services 1.2% 1.1% 1.2

Y et the bank finds the grouptedindogy promising. It al ows the bank to cgpture anew market
segment which the bank hopes will benefit from the accesto its financial services. As the
microenterprises of the group members grow, so will their business with the bank: either
mediated by the group a, if their financial neals exceal the cgadty of what the groupwants
to hande, in adired businessrelationship, i.e. after gradudion.
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