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How an Agricultural Development Bank Revolutionized Rural Finance: 
The Case of Bank Rakyat Indonesia1 

 
 

 
Abstract: 
The case of BRI is evidence that, in a deregulated policy environment, a government-owned ag-
ricultural development bank can (a) be transformed into a highly profitable, self-reliant finan-
cial intermediary, and (b) turn into a major microfinance provider, offering carefully crafted 
microsavings and microcredit products to low-income people at market rates of interest. Making 
good use of government seed money and a World Bank loan during an initial phase, it has now 
fully substituted savings deposits for external loans as its source of funds. With an outreach to 
25.1 million saving accounts  and 2.6 million borrowers (July 2000) through a network of 3,700 
village units operating as profit centers, BRI covers its costs from the interest rate margin and 
finances its expansion from its profits. With non-targeted loans from $5 to $5000 at rural mar-
ket rates of interest and unrestricted deposit services, the BRI Microbanking Division has 
weathered the Asian financial crisis well, making BRI the only profitable government bank in 
Indonesia. Several lessons can be drawn from BRI's experience: 
• Financial sector policies work and are conducive to financial innovations 
• With attractive savings and credit products, appropriate staff incentives, and an effective 

system of internal regulation and supervision, rural microfinance can be profitable 
• The poor can save; rural financial institutions can mobilize their savings cost-effectively 
• If financial services are offered without a credit bias, demand for savings deposit services 

exceeds the demand for credit by a wide margin 
• Incentives for timely repayment work 
• Outreach of a financial institution to vast numbers of low-income people and financial self-

sufficiency (including viability and self-reliance) are compatible 
• Average transaction costs can be lowered, and both the profitability of a financial institu-

tion and the volume of loanable funds can be increased by catering for both the poor and 
the non-poor with their demands for widely differing deposit and loan sizes  

Within a six-year period,1984-90, BRI became a model case in Asia of the transformation of an 
ailing government-owned agricultural development bank into a viable and self-sufficient finan-
cial intermediary with ever-increasing financial resources and numbers of customers, competing 
successfully with an array of other local financial institutions. Further strength was added to 
BRI’s microfinance operations during the Asian financial crisis: When the Indonesian banking 
system collapsed, BRI’s Microbanking Division remained profitable, with profits amounting to 
$150 million in 1999. At the peak of the crisis, 6-8/1998, it attracted 1.29 million new savers 
during that three-month period alone, while demand for credit, because of perceived uncertain-
ties, stagnated. This has generated excess liquidity of US$1.45 billion (July 2000) – a recurrent 
challenge during the 100-year history of BRI and its predecessors. Since the onset of the Asian 
financial crisis, the division’s 12-month loss ratio has been continually dropping to 1.35% (July 
2000), substantially below its already low long-term loss ratio of 2.1% (1984-1999). Inspired by 
the success of BRI and some other institutions in the region, governments and donors may focus 
their resources on the transformation of agricultural development banks into viable, self-
sustained microfinance intermediaries, instead of closing them down. 
 
 

                                                 
1 The first draft of this paper, prepared in 1998, was a product of collaboration between the University of 
Cologne and the Food and Agriculture Organisation of the United Nations in Rome, under the FAO Academic 
Exchange Programme. With assistance from IFAD, it has since been substantially amended and updated. 
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1. The failure of subsidized targeted credit in a repre ssive policy environment 
 
Before 1983, interest rates in Indonesia were regulated, the financial sector was dominated by state-
banks, and the establishment of new banks and bank branches was severely restricted. Until that year, 
century-old Bank Rakyat Indonesia (BRI) was a major provider of preferential agricultural credit. Most 
prominent in terms of volume and outreach among a multitude of priority programs was BIMAS, an 
agricultural diversification program with a microcredit component involving targeted lending. BIMAS 
loans were channelled at heavily subsidised rates through BRI, which had greatly expanded its sub-
branch network to the level of 3,300 village units (unit desa) to handle the BIMAS loans. However, in 
the absence of incentives for small farmers to repay, and for a BRI staff of 14,300 to monitor and en-
force credit discipline, repayment rates lingered around 40%, resulting in heavy losses. From a benefi-
ciary viewpoint, the benefits, if any, of subsidized credit were drastically reduced by a number of fac-
tors: a shift of transaction costs from lender to borrower; heavy under-the-table charges; onerous pro-
cedures and frequent delays beyond the input time required in the agricultural cycle; and restriction of  
loan purposes to production-oriented agricultural targets set by the administration instead of freedom to 
allocate credit to investments with the highest rate of return. When oil prices dropped and GDP fell, the 
government decided it could no longer afford to massively support a bank with such a poor record. 
 
 
2. The transformation of BRI into a viable rural finance institution in a deregulated policy 

environment 
 
After the interest rate deregulation in June 1983, the government as the bank‘s owner decided to 
commercialise its operations by transforming the units into self-sustaining profit-centres. With technical 
assistance from the Harvard Institute for International Development, the bank calculated microsavings 
and microcredit transaction costs and carefully crafted two commercial products. One was a rural 
savings scheme with a lottery component, SIMPEDES (simpanan pedesaan, rural savings). It 
provided a savings deposit facility to the rural populace which proved to be immensely attractive. At 
the same time it served as an instrument for the bank to mobilize its own resources at the village level. 
The other product was a nontargeted credit scheme, KUPEDES (kredit umum pedesaan, general 
rural credit) open to all and for any purpose. Its features included simple procedures, short maturities, 
regular monthly instalments made from non-agricultural income in the case of seasonal loan utilization, 
flexible collateral requirements, incentives for timely repayment,  repeat loans contingent upon 
successful repayment of previous loans,  and market rates of interest amounting to 2% flat per month 
(equal to an effective rate of 44% p.a., minus 11% for timely repayment = 33% p.a.) to cover all costs 
and risks. Nominal interest rates were drastically higher than the previous subsidized rates of around 
12%, but much less so in actual fact as under-the-table payments had all but disappeared. As of 1984, 
all of BRI‘s village units were turned into profit centres with profit-sharing incentives for staff and 
penalties for excessive arrears for managers in terms of loss of credit authority. Programs carried out 
on behalf of the government and of donors were kept from the village units and confined to the branch 
level.  
 
In 1998 BRI was reorganized into a Corporate Banking Division for loans above for loans above Rp 3 
billion ($300,000 at the Oct. 6, 1988, exchange rate), a Retail Banking Division with 323 branches 
which offer savings deposit services, provide loans on commercial terms from Rp 25 million to Rp 3 
billion ($2,500-300,000), and handle the remaining subsidized targeted credit programs; and a Micro-
banking Division, with 4,185 outlets (2,566 village units, 1,220 peri-urban units, and 379 village posts). 
 
From the inception of the scheme in 2/1984 until 6/1998, a total of 21.2 m loans had been made. As of 
June 1998, BRI served 2,6m borrowers. Loans outstanding as of Dec. 1998 amounted to Rp. 4.70 



 3

trillion. By July 2000, the number of savings accounts had increased to 25.1m, while the number of 
credit accounts remained stable (Table 1). 
 

Table 1:  Loans by BRI village units, 1984-1996, 1998, 2000* 
 

 No.  
(in thousands) 

Amount  
(in billion Rp.) 

Amount  
(in million US$)* 

Loans disbursed (cumulative): 
     1984-1996 
     1984-1998 

 
18,471 
21,203 

 
22,379 
29,700 

 

Loans disbursed 1-12/1996 1,899 4,572 1,919 
Loans outstanding Dec. 1996 
July 2000: 

2,488 
2,577 

4,076 
6,869 

1,710 
859 

Average size of loans made in: 
     1996: Rp. 2.41 million*($1011)* 
     1998: Rp. 2.84 million*($284) 

   

Exchange rates: 1996: $1 USD =  Rp 2,383; Oct. 6, 1998: Rp 10.000; July 2000: Rp 8,000. 
 
 
For the period 1984-12/1998, the long-term loss ratio (total overdue one day or more, including amounts 
written off, divided by total which has fallen due during 1984-12/1998) was 2.13%. For the period 1-
12/1998, the 12-month loss ratio was 1,94%; this ratio dropped to 1.72% by Dec. 1999 and 1.35% by 
July 2000. Total payments in arrears one day or more as a percentage of total loans outstanding as of 
Dec. 1998, excluding write-offs, amounted to 5,65%; arrears dropped to 3.05% by Dec. 1999 and 
2.97% by July 2000. Consolidated profits at unit level amounted to $177m in 1996, or 10.4% of loans 
outstanding. (Table  2) 
 

Table 2:  Performance data of BRI village units, 1998 (and 1996) 
 

Performance indicator Measure 
Long term loss ratio, 1984-1998*  2.13% 
Twelve months loss ratio: 
1996 
1997 
1998 
1999 
July 2000 

 
1.59% 
2.44% 
1.94% 
1.72% 
1.35% 

Portfolio status**: 
1996 
1997 
1998 
1999 
July 2000 

 
3.65% 
4.73% 
5.65% 
3.05% 
2.97% 

Profit in 1996: 
     Billion Rupiah 
     Million $ 
Return on average earnings assets in % 
Profit in 1999 (million $): 

 
423 
177 
5.5 
150 

 
* Total overdue one day or more at end of period, incl. amounts written off, divided by total which has 
fallen due for the period 1984-12/1998 
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** Total payments overdue one day or more as a percentage of total loans outstanding, excluding loans 
written off 
 
3.  Savings as a source of funds:  Making BRI self-reliant – and donor funding 
superfluous 
 
With this model, BRI became the most successful rural-mandate banks in the Asia -Pacific. Three 
major sources of funds proved to be vital to the evolution of a viable and sustainable network of BRI 
village banks. The first was an injection of Rp 210 billion ($20 million at the 1984 exchange rate) of 
seed capital by the government in 1984 for start-up liquidity for loans and initial administrative costs. By 
1986, the seed capital  had been fully used; and the bank units were turning a profit. 
 
A second source of funds was provided by the World Bank, which failed to anticipate the upsurge in 
internal resource mobilization, through a loan of $102 million. $5 million was provided in 1987 for 
technical assistance including training and $97 million in 1989 for onlending: at a point in time when BRI 
no longer needed the World Bank’s money because it had  brokeneven with its internally mobilized 
resources. (Table 3) 

 
Table  3:  Sources of funds of the BRI village units, 1984-1989 and 1996 

 
Source of funds Year  Amount in million $ 
Government initial capital injection 1984 20 
World Bank loan: 
     Technical assistance  
      Liquidity fund for onlending  

 
1987 
1989 

 
5 

97 
Deposits (balance as per 31 Dec.) : 1989 

1996 
535 

2,976 
Loans outstanding (31 Dec.) 1989 

1996 
535 

1,710 
* Including current, passbook savings and time deposit accounts 

 
The third source of funds were savings, which were vigorously mobilized at village level from the onset 
in 1984. SIMPEDES, voluntary savings withdrawable any time, with a lottery component,  proved to be 
BRI’s most attractive savings product, outperforming time deposits by a wide margin. By December 
1989, BRI had broken even: fully mobilizing its loanable funds through village-level savings and 
generating excess resources thereafter. Disbursement of the World Bank loan in 1989 came thus at a 
time when BRI had outgrown the actual need for it. Ever since, BRI‘s unit desa network has been 
completely self-reliant (mobilizing its own resources) and viable (covering its costs from the margin and 
making a profit). As of 31 Dec. 1998, BRI served close to 20 million depositors, equivalent to about 
50% of households in Indonesia. Even during a major confidence crisis in the banking sector, small 
depositors trusted the BRI units instead of withdrawing their savings.The ratio of borrowers to savers 
in the BRI units at that date was  1:8 - an indication of the excess of rural demand for deposit facilities 
over the demand for credit. Savings balances amounted to Rp. 15.13 trillion, or $1.15 billion at the Oct. 
6, 1998 exchange rate, averaging Rp. 723,00 ($72). (Table 3) Some argue that BRI’s self-reliance in 
terms of fund mobilization and profitability has created the material base for its autonomy and freedom 
from political interference which has so severely afflicted the rest of the banking system. 
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Table 4:  Savings and loans outstanding in BRI village units, 1984-1998 

 
Savings deposits Loans outstanding Year 

No. of 
accounts 

Amount in billion Rp. No. of accounts Amount in billion 
Rp. 

Total savings to 
loan ratio 

1984 2655 42.2 640746 111.1 38% 
1985 36563 84.9 1034532 229.0 37% 
1986 418945 175.8 1231723 334,3 53% 
1987 4183983 287.5 1314780 429,6 67% 
1988 4998038 493.0 1386035 542,3 91% 
1989 6261988 959.1 1643980 846,5 113% 
1990 7262509 1694.8 1893138 1381,8 122% 
1991 8587872 2540.5 1837549 1455,7 174% 
1992 9953294 3399.1 1831732 1648,5 206% 
1993 11431078 4325.2 1895965 1957,4 220% 
1994 13066854 5231.9 2053919 2458,1 213% 
1995 14482763 6015.7 2263767 3191,2 189% 
1996 16147260 7091.7 2488135 4076,2 174% 
1997 18143316 8836.5 2615679 4685,4 188% 
1998 
1999 
July 2000 

21698594 
24235889 
25098169 

16146.0 
17061.4 
18472.1 

2457652 
2473923 
2577180 

4696.8 
5956.5 
6869.3 

344% 
286% 
269% 

 
Graph 1: Savings and loans in BRI village units, 1984-1998 

 
Depending on savings deposits as their sole source of loanable funds, the BRI units are the most sav-
ings-driven among all the microfinance institutions in Indonesia. Their main source of funds are pass-
book savings, accounting for 73.4%; only 26.6% are generated by time deposits. At the other extreme 
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are the semiformal village institutions, BKD, which are equity-driven: 87.2% of their funds are equity, 
8.4% passbook savings and 4.4% borrowings. The rural banks BPR are also savings & deposit-driven, 
but not exclusively: 35.5% of their funds are generated by time deposits and 22.8% by passbook sav-
ings, together 58.3%. Equity accounts for another 21.3%, and bank borrowings for 20.3%. (Table 5) 
 

Table 5:  Sources of loanable funds of rural financial institutions  
reporting to Bank Indonesia (in percent), 6/1998 

 
Source of funds BRI BPR BKD 
Passbook savings 73.4 22.8 8.4 
Time deposits 26.6 35.5 0 
Bank borrowings 0 21.3 4.4 
Equity 0 20.3 87.2 
Total percent 100.0 99.9 100.0 
Amount in Rp trillion 13.58 2.59 0.21 

 
Source of raw data:  BRI: Monthly monitoring data; BPR and BKD: Bank Indonesia 10/1998 
 
 
4. Lowering transaction costs and increasing outreach: BRI units and local MFIs 
 
BRI has demonstrated that in a deregulated policy environment, a government-owned agricultural de-
velopment bank is capable of serving vast numbers of microsavers and microborrowers at competitive 
interest rates: mobilizing its resources internally, covering its costs, and financing its own expansion. In 
a more theoretical vein: BRI has proven that institutional viability, sustainability and outreach to low-
income people are compatible. 
 
Today the BRI units are the biggest provider of rural financial services within Indonesia’s highly differ-
entiated rural financial infrastructure (Table 6). The three types of financial institutions which report to 
Bank Indonesia probably account for around 90% of total rural finance. Of these, BRI holds 78% of all 
savings deposit accounts and 52.2% of all loan accounts. In terms of volume, BRI accounts for 85.7% 
of all savings deposits and 68.7% of loans outstanding. Second in importance are the rural banks (BPR) 
which account for around 30% of borrowers and loans outstanding; their share of savings deposit ser-
vices is smaller: 19.3% in terms of number of depositors and 13.1% in terms of the volume of deposits. 
The vast number of semiformal village institutions, BKD (excluding the LDKP which do not report to 
BI), carry little weight, except in terms of number of borrowers.  
 
As of 6/1998, the BRI units and the rural banks (BPR) together held over 4 million loan accounts and 
25 million savings deposit accounts, with an increase to 26 million by 8/1998. They were held by about 
24 million individuals or perhaps 18-20 million households: an outreach to about half the population. 
 
Table 6:   Financial services of rural financial institutions reporting to Bank Indonesia,  

6/1998 
 
Financial institution Savings deposit 

accounts (millions) 
Borrowers 
(millions) 

Deposits2 & equity 
(trillion Rp.)3 

Loans outstanding 
(trillion Rp.) 

Type No. Number Percent Number Percent Number Percent Number Percent 
BRI units1 4,085 20.06 78.0 2.57 52.2 13.58 85.7 4.59 68.7 
BPR 2,227 4.96 19.3 1.57 31.9 2.07 13.1 1.97 29.5 
BKD 5,345 0.71 2.8 0.78 15.8 0.20 1.3 0.12 1.8 
Total 11,657 25.73 100.1 4.92 99.9 15.85 100.1 6.68 100.0 
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Sources: BRI: Monthly monitoring data; BPR and BKD: Bank Indonesia 10/1998 
1  Data for the number of BRI units include village posts  
2  The term deposits includes passbook and other savings and time deposits 
3  In the figures for BRI units equity is excluded 

 
 
The superior performance of the BRI unit desa in terms of outreach and financial deepening is due to 
various factors. One is the attractive design of their savings and credit products; another one the 
lowering of transaction costs through economies of scale. BRI includes among its customers both the 
poor and the non-poor borrowers and cross-subsidizes small loans with the profits from larger loans, 
which have substantially lower transaction costs. 
 
Transaction costs of two BRI unit desa were studied by Feekes (1993) on behalf of Bank Indonesia in 
9/1991-1/1992 and compared with four primary bank branches , five secondary banks and three BKK 
units,  all in Central Java. It was found that transaction costs vary, as expected, by credit size. In the 
case of BRI unit desa, they amount to 26% of loans below Rp 500,000 (then approx. $250), 10% of 
loans between Rp. 500,000 and 5 million, and 3% of loans between Rp. 5 and 25 million, which are now 
the main source of the units‘ profitability and their cross-subsidization of micro-loans. Smaller 
institutions were found to be relatively more efficient in the delivery of very small loans, with estimated 
break-even points of Rp. 210,000 among the  BKK sample units, Rp. 450,000 among secondary banks, 
somewhat above Rp. 500,000 among BRI units, and presumably above Rp. 25 million among primary 
banks. (Table 7) 
 
Table 7:   Loan transaction costs (TC) and net margins (NM) of BRI village units and other 

MFIs in Indonesia by loan size in percent, 1991/922 
 

Institution <Rp. 500,000 Rp. 500,000-5m Rp. 5-25m >Rp. 25 m 
BKK: 
   TC 
   NM 

 
23 

-4 

 
4 

15 

 
- 

- 

 
- 

- 
Secondary banks: 
   TC 
   NM 

 
29 

-5 

 
10 

11 

 
8 

10 

 
- 

- 
BRI unit desa:    
   TC 
   NM 

 
26 

-12 

 
10 

4 

 
3 

12 

 
- 

- 
Primary banks: 
   TC  
   NM 

 
- 

- 

 
12 

-8 

 
4 

0 

 
2 

2 
Adapted from:  Feekes 1993:36 
 
Three major conclusions follow:  
 

                                                 
2 Cost of loanable funds are:  
 15-16% in BKKs, 14-16% in secondary banks, 19% in BRI units,  and 22% in primary banks. 
 Nominal effective interest rates including fees and commission are: 
 35% in BKKs, 34-38% in secondary banks, 33% in BRI units,  and 26% in primary banks.  
 With an inflation rate slightly below 10%, real interest rates are approximately 9 percentage points 
 lower. 
 BRI subsequently decreased the interest rates on loans above Rp. 5 million. 
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(1) For an institution like BRI to maximize its outreach and yet remain profitable, it has to include 
among its customers both the poor and the nonpoor and cater for their respective demands for 
smaller and larger loan sizes, whereby the latter cross-subsidize the former.   

 
(2) Only small local financial institutions, such as BKK units and secondary banks, can handle very 

small loans cost-effectively; and more so the hitherto semiformal BKK units than the usually 
somewhat larger formal sector secondary banks.  

 
(3) In order to reach all segments of the rural population with financial services, it takes a 

differentiated rural financial infrastructure in which various types of financial institutions compete 
with each other, among them commercial bank branches, a reformed agricultural development 
bank, autonomous small local banks, and semiformal financial institutions which may eventually 
be upgraded to a higher level. 

 
 
5. Profitability Analysis 
 
KUPEDES reached its break-even point eighteen months after its, generating Rp 9.8 billion. Interest 
income was high, while costs of loanable funds, consisting mostly of SIMPEDES savings deposits, and 
operational costs were low. The BRI Village Units became operationally and financially self-sufficient. 
Between 1994 and 1996, return on average assets averaged 5.5%. In 1996, profits amounted to Rp 423 
billion.($ 177.5 million)3  The profits from the village units balanced off losses from its other operations 
and made BRI the only profitable government-owned bank. This shows that microfinance can be 
profitable on a large scale , and that outreach and sustainability can go hand in hand. 
 

Table 8: Income and cost structure of the BRI unit system in % of average 
earning assets,1994-96 

 
 1994 1995 1996 Three-year 

average * 
1. Interest income (including other 

operational income) 
20.3% 22.3% 23.1% 21.9% 

2.  Interest expenses 8.5% 9.7% 10.9% 9.7% 
3.  Total operational costs 6.8% 6.4% 6.5% 

 
6.5% 

(a) Salaries and allowance 2.8% 2.9% 2.9% 2.9% 
(b) Office and other costs 2.1% 2.1% 2.1% 2.1% 
(c ) Provision for loan losses 1.2% 0.7% 0.7% 0.8% 
(d) Supervision cost 0.7% 0.7% 0.7% 0.8% 
4.  Profit 5.0% 6.2% 5.7% 5.5% 
Source: CGAP/GTZ, 1997: 24 
* Errors due to rounding. 
 
The two most widely used financial ratios measuring a financial institution`s performance are its return 
on assets (ROA) and its return on equity (ROE). In the case of the BRI Unit Desa the ROA offers a 
more meaningful indicator because until 1998 the units were part of a larger bank with an 
undifferentiated asset structure.4  With a low equity-to-assets ratio of 1.4 percent (instead of 15%), the 

                                                 
3  More recent data are not   
4 In 1998, BRI was reorganized in four separate divisions, among them the Microbanking Division, each 
with its own asset structure and balance sheet. 
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average annual ROE reached 134% in 1995, whereas banks in low-inflation countries rarely earn over 
15-20 percent on their average annual equity (Charitoneko et al, pp. 10-13). 
 
The excellent performance of BRI shows in its ROA: 6.1% in 1995 and 5.5% in 1996, well above the 
banking industry’s returns.. A ROA of 1% is usually considered an indicator of soundness, reaching up 
to 2-3% in better performing banks. 
 

Table 9:  Return on Assets in the BRI unit system, 1992-96 
 
 1992 1993 1994 1995 1996 
Net income (Rp billions) 69 133 256 393 423 
Avg Annual Assets (Rp billions)  3,344 5,363 6,428 7,680 
ROA 2.1% 3.1% 4.8% 6.1% 5.5% 
 
A number of rural financial institutions have reported adequate financial returns in terms of ROA and 
ROE, but they depended heavily on subsidies. The favorable financial ratios of the BRI units are not a 
result of subsidies but of efficiant rural financial intermediation. Since 1987, Yaron’s subsidy 
dependency index (SDI) has been negative, reaching –48% in 1995 (Charitonenko 1998)5. 
 
 
6. BRI units since the Asian financial crisis: stronger than before! 
 
The impact of the crisis on MFIs has not been uniform, bringing out both the strengths and the weak-
nesses of different subsectors. However, one basic observation applies to the sector as a whole: While 
the commercial banking sector virtually collapsed, microfinance weathered the crisis well. This testifies 
on the one hand to the strength of the legal and institutional foundations of the microfinance sector, its 
self-reliance, and the public’s trust in MFIs; and on the other hand to the absence of the two funda-
mental problems of the commercial banks: political interference in lending decisions; and excessive 
foreign exchange risk exposure of the banks and their clients. In contrast, microfinance institutions 
have mobilized their own resources domestically; and most of them have applied sound lending prac-
tices.  
 
On a more detailed level, the impact on the crisis has been stunningly positive on the BRI units, which 
account for more than half of the rural microfinance portfolio. During the crisis year 9/1997-8/1998 
total savings deposits in BRI almost doubled: in the BRI units from Rp 7.98 trillion in 8/1997 to Rp 
15.13 trillion in 8/1998 (+89.6%); and in all of BRI from Rp 17.86 trillion to Rp 35.17 trillion (+96.9%): 
an increase well above the inflation rate (46.7% for 9/97-6/98, estimated at 56% for 9/97-8/98). During 
the three-month period June-August, 1998, after Indonesia had been hit by both a drought and an eco-
nomic crisis, 1.29 million new savings deposit accounts were opened (bringing the total up to 20.93 
million accounts by approx. 18-19 million clients) in BRI units; and an additional Rp 2.84 trillion ($284 
million at the Oct. 6, 1998, exchange rate) were deposited there. From August 1998 to January 1999 
deposits further increased from 15.13 trillion to 16.17 trillion Rupiah. (Table 10) 
 

                                                 
5 Positive values indicate subsidy dependency: the higher the value, the higher the dependency. Some 
comparative SDI figures from donor-driven programs in Nepal, 1991/92: ADBN‘s Small Farmers Development 
Programme 135%; Intensive Banking Programme 180%; Production Credit for Rural Women 366%. (Seibel, Pant 
and Dhungel 1998:4) 
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Table 10:  Deposit accounts in Bank Rakyat Indonesia units, June -August 1998 
(BRI Micro-Banking Division only) 

 
Type of  deposit account New deposit accounts 

opened  
in June-August 1998 

Total number of deposit ac-
counts, end-August 1998 

 Number Increase in 
% 

Number Percent 

National passbook savings 130,459 2.6 5,101,574 24.4 
BRI special passbook savings: 
   rural 

759,658 6.0 13,447,283 64.3 

BRI special passbook savings: 
   (peri-) urban 

96,943 6.0 1,702,938 8.1 

Fixed deposits 289,854 86.5 625,069 3.0 
Current and other deposit ac-
counts 

9,678 22.8 52,171 0.2 

Total 1,286,592 6.6 20,929,035 100.0 
Source: BRI monitoring data 
 
The percentage change in savings accounts during the three-month period during the three-month pe-
riod, June-August, has continuously increased over the past few years, but more than doubled from 
1997 to 1998. (Table 11) Part of these savings were probably deposited in the BRI units by farmers 
who profited from high agricultural prices. Another part may have been transferred by depositors from 
rural bank accounts before the government’s deposit guarantees to state-owned and commercial banks 
were extended to rural banks.   
 
Table 11:  Increase in the total number of deposit accounts during the three-month period 

June-August, 1995-98: 
 

Year Percent in-
crease 

1995 2.4 
1996 2.7 
1997 3.1 
1998 6.6 

 
There was only a slight nominal increase in the credit portfolio, which stood at Rp 4.61 trillion in 8/98 
(up only 4.5% from Rp 4.41 trillion in 8/97), amounting to a substantial decrease in real terms. 
 

Table 12:  The crisis year and its implications for BRI 
 
Year and 
month 

Savings deposits 
Amount in trillion Rp. 

Loans outstanding 
Amount in trillion Rp. 

Excess liquidity 
In trillion Rp. 

8/1997 7.98 4.41 3.57 
8/1998 15.13 4.61 10.52 
Increase in % +89.6% +4.5% 194,67% 
 
Because of uncertainty over future developments, people reportedly were been cautious to take up 
new loans. Accordingly, the number of BRI KUPEDES borrowers which has been steadily increasing 
from 640,746 in Dec. 1984 to 2,615, 696 in Dec. 1997, has now stagnated. During 1998 it has actually 
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declined every single month: from a peak of 2,628,559 in January to 2,508,049 in August: a decrease of 
-4.6% for that eight-month period; and a decrease of –1.4% since August 1997.  
 
The amount of loans outstanding has continued to increase slowly in nominal terms from Rp. 4.41 tril-
lion in August 1997 to Rp 4.69 in Dec. 1997. After a nominal peak of Rp 4.75 trillion in January 1998, it 
declined to Rp 4.55 trillion in May and reached Rp 4.61 trillion in August 1998. The amount of loans 
outstanding has thus decreased by 3.0% during the first eight months of 1998; since August 1997, it has 
increased by 4.5%. 
 
Since 1989, the BRI units have produced excess liquidity of an ever widening gap. In August 1998, 
savings deposits in the BRI units were more than three times the amount of loans outstanding: savings 
of Rp 15.13 trillion exceeded loans outstanding of Rp 4.61 trillion by Rp 10.52 trillion ($ 1.05 billion by 
the Oct 6, 1998, exchange rate). ) in excess liquidity. This indicates a capacity for domestic resource 
mobilization far .beyond anything that donors could possibly have supplied. 
 
The proportion of agricultural lending by BRI units has increased only slightly from 17.8% in 1/1997 to 
18.8% in 12/1997 and 19.3% in 7/1998. The increase is somewhat more pronounced in terms of 
monthly disbursements: from 18.9% during 1/1997 to 23.9% in 12/1997 to 23.4% in 7/1998. However, 
given the fungibility of money, the actual increase might be higher, as loans for small trade and other 
micro-enterprise activities are easier to obtain, and the profits thereof may be invested to a larger ex-
tent in agricultural activities which are now far more profitable than before. This issue of agricultural 
financing within the economies of households requires further study. 
 
The crisis had no negative effect on repayment in BRI’s microfinance operations, testifying to the resil-
ience of both the BRI village units and their farmer and microenterprise customers. The 12-month loss 
ratio (2.16%) during the crisis period (9/1997-8/1998) is virtually identical with the long-term loss ratio 
since 1984 (2.17%). Until December 1998, it further improved to 1,94%. In 8/1998, right after the peak 
of the crisis, BRI even experienced an unprecedented negative one-month loss-ratio (-0.21%): more 
than what was due was repaid. 
 

Table 13: Loss ratios of BRI village units, 1984-1998 
 

Year 12-month loss ratio Long term loss ratio 
1984 1,0% O,98% 
1985 1,8% 1,66% 
1986 2,7% 2,23% 
1987 3,0% 2,56% 
1988 4,6% 3,23% 
1989 2,3% 2,29% 
1990 2,0% 3,32% 
1991 4,9% 3,07% 
1992 3,4% 2,59% 
1993 2,2% 2,57% 
1994 0,7% 2,58% 
1995 1,1% 2,29% 
1996 1,6% 2,15% 
1997 2,2% 2,17% 
1998 1,94% 2,13% 
1999 1.72%  
July 2000 1.35%  
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7. The issue of agricultural credit 
 
There is a concern whether, as a result of the shift from donor-driven agricultural credit to market-
driven rural finance, agricultural credit might have dried up. No comprehensive study exists to date. 
Two sets of data may be tentatively examined: annual BIMAS compared to KUPEDES 
disbursements; and agricultural credit as a proportion of overall bank microcredit. 
 
In 1983, BIMAS, the biggest agricultural credit program, was discontinued. In its stead, BRI offered a 
nontargeted rural microcredit program, KUPEDES. During the same decade, most donors phased out 
their agricultural credit projects. In 1990, the government of Indonesia scrapped 32 of the remaining 36 
subsidized credit programs. This has raised the question whether the transition from preferential 
agricultural credit programs to market-based nontargeted rural finance operations has led to a decrease 
in the resources available for agriculture. The limited evidence6 available from BRI and commercial 
banks points in the opposite direction. 
 
Under the subsidized BIMAS credit program, Rp 2.55 trillion (in 1989 prices) were lent over a 14-year 
period, averaging Rp 182 billion per year (approx. $100 million) an unknown portion of which flowed 
into nonagricultural activities. Under BRI's nonsubsidized KUPEDES schemes, Rp. 5.28 trillion were 
lent over  the seven-year period, 1984-1990, averaging Rp 753.9 billion per year. It is estimated that 
about 20-30% of KUPEDES loans are directly invested in agriculture, i.e. between Rp. 151 and 226 
billion (aprox. $84-126 million). Unlike subsidized credit, KUPEDES loans have continued to increase 
rapidly year after year, reaching disbursements of Rp. 4.57 trillion in 1996, equaling $1.91 billion. 20-
30% of that amount in agricultural lending in this single year amounted to Rp. 0.91-1.37 trillion or $380-
573 million: a multiple of the BIMAS allocations.  
 
Bank Indonesia data indicate that the percentage of agricultural credit in terms of total bank lending has 
declined, with some fluctuations, from 9.0% in 1983 to 6.9% in 1997. However, given the increase in 
the volume of bank loans which has been consistently above the inflation rate, the overall volume of 
agricultural credit has not declined. Moreover, there are indications that under conditions of nondirected 
access to credit, farmers tend to allocate scarce credit resources to nonagricultural activities, which 
mostly yield substantially higher returns to be used in turn to self-finance their agricultural activities. 
(Table 12) 
 

Table 14:   Total bank lending and agricultural credit in Indonesia, 1983-1997 
 

Year Agricultural Loans Total Bank Loans %of Agricultural loans 
1983 1,154 12,874 9.0 
1984 1,305 15,070 8.7 
1985 1,390 18,735 7.4 
1986 1,825 24,835 7.3 
1987 2,630 31,869 8.3 
1988 3,572 42,526 8.4 
1989 5,283 63,606 8.3 
1990 7,176 96,978 7.4 
1991 8,465 112,825 7.5 
1992 10,825 122,918 8.4 
1993 12,057 150,271 8.0 
1994 13,860 188,880 7.3 
1995 15,525 234,611 6.6 

                                                 
6 For conclusive evidence, a longer time series going back to the 1970s and additional information on agri-
cultural credit provided by government and donor agencies would be needed. 
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1996 17,630 292,921 6.0 
1997 26,002 378,134 6.9 

Source: Bank Indonesia, transmitted by Dr. Uben Parhusip 
 
8. An agenda for rural and microfinance  
 
Recent developments in agricultural and rural finance 
 
(1) The number of countries, among them Indonesia as a prominent example, which have created 

a policy and legal environment conducive to sustainable rural and microfinance has rapidly in-
creased in recent years. Key policy measures have included interest rate deregulation and the 
creation of a liberal environment for the establishment of new banks and branches, together 
with the attainment of macroeconomic stability (until the outbreak of the Asian financial crisis 
in 1997). Prudential regulation and effective supervision of banks are new challenges that these 
countries have faced in the aftermath of the Asian financial crisis. 

 
(2) Bank Rakyat Indonesia is one of  several examples of successfully reformed and reoriented 

agricultural development banks, which mobilize their own resources through savings deposits, 
cover their costs from the interest rate margin, and finance their expansion from profits. At the 
same time, they offer an array of sustainable microfinance services to rapidly growing numbers 
of poor and non-poor clients. Other successful cases include Bank Pertanian in Malaysia, Bank 
for Agriculture and Agricultural Co-operatives in Thailand and Agricultural Development Bank 
of Nepal, plus Hatton National Bank as an example of a commercial bank downscaled to meet 
the demand for agricultural and rural microfinance services in Sri Lanka 

 
(3) Indonesia also presents an example for a rapidly expanding rural and microfinance infrastruc-

ture, with large numbers of commercially operating formal MFIs emerging under various legal 
forms. Examples of other countries with rural banks in private (shareholder), cooperative, 
communal or mixed ownership, with finance (and savings) companies, or private development 
banks include the  Philippines, Nepal, Sri Lanka, India, Vietnam and Nigeria.However, imbal-
ances in the composition of the rural financial infrastructure continue to prevail. In particular, 
while cooperative institutions of low-income members with equal shares of a moderate size are 
spreading (they are the only authorized type of MFI in francophone Westafrica), private local 
(shareholder) banks and finance companies which may mobilize large and unequal amounts of 
capital and provide financial services to all segments of the population in villages and rural 
towns, are lacking in many countries. 

 
(4) As the effectiveness of the rural financial system in providing savings deposit facilities and 

credit has increased in Indonesia as elsewhere, directed credit as a source of  agricultural fi-
nance has greatly declined in importance. Instead, farmers have found new sources of financ-
ing: self-financing from savings, profits from non-agricultural activities which they may have 
partially financed through credit, sales to traders providing cash or credit for agricultural pro-
duction, and nonpreferential credit sources.  

 
(5) As appropriate legal forms are being created for MFIs,  new avenues have opened up for up-

grading semiformal financial institutions (savings and credit cooperatives, credit NGOs, credit 
projects) and informal financial institutions (rotating and nonrotating savings and credit associa-
tions, private moneylenders, private savings deposit collectors) to formal levels. Agricultural 
development banks like BRI in Indonesia in cooperation with the central bank, BAAC in Thai-
land, Landbank in the Philippines as well as NABARD in India have contributed to this process 
through training services in the context of projects linking banks with self-help groups. In 
Indonesia, BRI, through its branch (not unit desa) network, plays a key role in such projects as 
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the IFAD-supported P4K with the Ministry of Agriculture and the GTZ-supported Linkage 
Banking Project PHBK with the central bank 

 
(6) Some NGOs and special projects have achieved marvels in financially repressive environments, 

usually with massive donor support, as in Indonesia before 1983 and in Bangladesh (Grameen 
Bank and others) . In deregulated environments, however, their only chance of viability, self-
reliance and growth lies in their conversion into formal financial intermediaries and the adoption 
of sound banking practices - mobilizing their own resources from the users, covering their costs 
from the margin, and financing their growth from profits. In Indonesia, an increasing number of 
NGOs like Bina Swadaya and Purba Danarta, have availed of these new opportunities. Once 
their own resources are exhausted, they may be refinanced by agricultural development banks, 
as BRI did in the framework of the Linkage Banking Project PHBK. 

 
(7) As the number of MFIs has increased, so has the need for effective bank supervision and the 

establishment of networks with apex organizations for training, liquidity exchange & refinanc-
ing, and inspection & supervision. Both, MFIs and their customers, need the protection of the 
law through effective supervision. In Indonesia, BRI has played a key role assigned to it by the 
central bank in the supervision of large numbers of MFIs. 

 
Continued shortcomings in agricultural and rural finance 
 
Despite major innovations and breakthroughs in agricultural and rural finance in some countries, serious 
shortcomings remain in the majority of developing nations: 

(1) Many countries have been slow in creating an appropriate policy and legal environment, lacking 
the political will and leadership commitment. In some of the countries which did adjust their pol-
icy framework, development agencies and financial institutions have been hesitant in imple-
menting the new liberal policies and utilizing the opportunities opened up by them. Inadequacies 
in property rights and judicial procedures are still ubiquitous. 

 
(2) The vast majority of agricultural development banks has remained unreformed; they lack 

autonomy and continue to depend on administrative directions and government funding. In other 
cases they have not played an adequate leadership role in the overall development of the rural 
financial infrastructure, the creation of an enabling policy environment and the provision of 
training in sound banking practices. 

 
(3) In the majority of countries, a repressive legal framework continues to be the main obstacle to 

the development of a differentiated rural financial infrastructure. In particular, repressive poli-
cies include interest rate controls, a lack of appropriate legal forms for local financial institu-
tions, excessive capital requirements,  onerous procedures in the process of authorizing the es-
tablishment of new institutions or branches, and restrictions on deposit mobilization.  

 
(4) In the majority of countries, credit on commercial terms and self-financing from deposited sav-

ings, which may replace government-directed sources of credit, are still far from adequate in 
meeting the demand for rural and agricultural financial services.  

 
(5) There are millions of informal financial institutions around the world which are autonomous and 

self-reliant but remain unintegrated into larger financial markets. The field of providing avenues 
and opportunities of upgrading them to formal levels or linking them to banks has remained vir-
tually untapped in the majority of countries. 

 
(6) Most credit NGOs have been reluctant to convert to self-reliant financial institutions and to 

abandon their reliance on donor support. At the same time, many governmental and non-
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governmental donors adhere to principles of autonomy and self-reliance in theory but not in 
practice, relegating the attainment of operational and financial self-sufficiency to a remote fu-
ture. 

(7) Central banks and bank superintendencies have been unable to supervise large numbers of 
formal MFIs. Agricultural development banks have usually escaped proper supervision. In 
cases where they themselves were assigned the role of a second-tier regulatory authority with 
supervisory functions over MFIs, they have rarely been able to fill that role adequately. Coop-
erative departments have mostly failed to function as effective supervisory agencies. In devel-
oping countries, only few second-tier regulatory authorities have emerged which provide audit-
ing and supervision services to MFIs in self-organized networks.  

 
Agricultural and Rural Finance: 

An overview over recent developments and continued shortcomings 
 

Topic Recent developments  
in some countries 

Continued shortcomings  
in the majority of countries 

1. Policy environment  Macroeconomic stability; 
deregulation of interest rates; 
easing of setting up banks, branches, and 
local MFIs with lower capital require-
ments  

Inadequate policy & legal environ-
ment; 
slow implementation of deregulation; 
inadequate property rights and judicial 
procedures 

2. Agricultural develop-
ment banks 

Reform steps towards autonomy, opera-
tional viability and financial self-
sufficiency, with or without privatization 

Lack of viability and self-reliance; 
dependency on budgetary allocations; 
administrative impositions; 
inability to meet demand for credit, 
deposit facilities and insurance ser-
vices: weak leadership role in rural 
finance 

3. Microfinance institu-
tions 

New legal forms for commercially oper-
ating MFIs; increasing numbers of viable 
and self-sustaining MFIs 

Lack of appropriate legal forms incl. 
local banks; absence of prudential 
norms; onerous procedures;  
restrictions on deposit mobilization 

4. Agricultural finance Self-financing from profits and savings 
plus MFI commercial credit replace 
preferential sources 

Easy donor money and directed credit 
distort markets, undermine repayment 
morale and institutional viability, and 
restrict the growth of loanable funds 

5. Upgrading of nonfor-
mal financial institutions 

New legal framework provides opportu-
nities for upgrading to formal levels and 
integration into the financial market 

The potential of upgrading informal 
financial institutions or linking them to 
banks has mostly remained untapped 

6. Upgrading of NGOs Innovative approaches to poverty lending 
in repressive environments;  some suc-
cessful conversions to formal intermedi-
aries 

NGOs are reluctant to mobilize their 
own resources and strive for self-
sufficiency; 
donors support unsustainable NGOs 

7. MFI supervision Recognition of the urgent need for effec-
tive MFI regulation (particularly self-
regulation) and supervision, including the 
enforcement of prudential norms 

First-tier authorities unable to super-
vise MFIs;  AgDBs escape supervi-
sion;  
lack of MFI supervision by ADBs; 
lack of second-tier regulatory authori-
ties of self-organized MFI networks 
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A two-pronged rural finance strategy 
 
The core problem of agricultural and rural finance to be addressed by governments and donors is  
• the inadequacy of financial services in rural areas,  
comprising a lack of savings deposit facilities, a lack of access to credit, and a lack of insurance ser-
vices.7 
 
Inspired by the success of an agricultural development bank like BRI in Indonesia and its key role in 
agricultural and rural finance, even throughout the current Asian financial crisis, the focus of a possi-
ble strategy for intervention may be on: 
 
• the development of an adequate rural financial infrastructure   
 
with a variety of competing financial institutions, among them agricultural banks with the potential of a 
leadership role,  providing sustainable financial services to all segments of the rural population8. 
 
There are two related rural finance strategies for governments and donors: 
 
• The transformation of agricultural development banks  
 
into autonomous financial intermediaries which are financially viable, mobilize their own resources and 
provide savings deposit facilities and credit for any purpose to all segments of the rural population in-
cluding the poor, be it as retailers or as wholesalers through linkages with formal or nonformal MFIs 
 
• The development of a differentiated system of viable and sustainable local financial 

intermediaries (MFIs),  
 
operating in an enabling environment of a variety of legal forms with different equity capital require-
ments, effective MFI supervision, and adequate self-organized MFI network organizations with central 
services for training & consultancies, liquidity exchange & refinancing, auditing services, self-regulation 
and supervision. In this process, development banks may play a leadership role, with possible guidance, 
supervision and refinancing functions.  
 

                                                 
7 In the long run, this may also include other financial services, such as fund transfer and microleasing. 
8 The rural financial infrastructure must address the financial requirements of all segments of the popula-
tion, from small to big and poor to rich, though particular institutions may address a particular market segment. 
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