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STELLINGEN
1
De politick ten aanzien van codperaties in Indonesié beperkt de ontwikkeling
van coOperaties op het platteland tot zelfstandige ondernemingen.
(dit proefschrift)

2
Het verstrekken van kredieten door instellingen die niet de duidelijke bedoeling
hebben leensom en rente te vorderen van de leners moet beschouwd worden

als een gecompliceerde vorm van geld uitdelen.
(dit proefschrift)

3
Het participeren van boeren in lokale organisaties verkrijgt, zeer terecht,
uitgebreid aandacht in de literatuur betreffende codperaties. Het deelnemen
van onderzoekers in ontwikkelingsaktiviteiten krijgt echter vrijwel geen aan-
dacht, terwijl juist deze participatic de gelegenheid geeft inzicht te krijgen in
het gehele complex van faktoren die succes of mislukking bepalen.

4
De specialisatie in akkerbouw, tuinbouw, veeteelt en bosbouw is het gevolg
van de toegenomen kennis van de landbouw, met name in de ontwikkelde landen.
In de landbouw van ontwikkelingslanden zjn specialisten op deze gebieden
eveneens noodzakelijk, maar de behoefte aan generalisten die inzicht hebben
in al deze vormen van landgebruik en in de economische en sociale aspecten
van de landbouw wordt onderschat. In de ontwikkelingssamenwerking zou daarom
meer aandacht gegeven moeten worden aan de opleiding van dergelijke landbouw-
kundigen, dit ten koste van de aandacht voor de opleiding van specialisten.

5
Het geven van geschenken en het afsluiten van financiéle transacties hebben
gemeen dat ze een langdurige relatie tussen twee partijen vestigen of bevestigen.
Hierin verschillen beide handelingen van de goederen transactic van koop en
verkoop.
Baal, J. van, 1972. De boodschap der drie illusies, overdenkingen over religie,
kunst en spel. van Gorkum & Comp. N.V., Assen.



6
De koloniale erfenis dient te worden afgeschreven. Over de snelheid van af-
schrijving kan men van mening verschillen, maar het gebruik van "de koloniale
erfenis” als reden voor het voortbestaan van als onjuist beschouwde toestanden
is steeds minder op zijn plaats. Bovendien belemmert een dergelijke duiding de
analyse van de huidige situatic en daarmee eventuele oplossingen voor de
ongewenste toestanden.

7
Het gebruik van gewasbeschermingsmiddelen in de tuinbouw in Indonesié is
zeer hoog. Meer onderzoek en betere voorlichting betreffende het juiste gebruik
van deze middelen zal gunstige effekten hebben op het inkomen van de groente-
producenten en het milieu.

8
Uitdrukkingen als "hij heeft zjn krediet verspeeld" en "Jan heeft bij zijn
leraar krediet" zijn gebaseerd op hetzelfde begrip krediet dat gehanteerd wordt
door Baker en Bhargava in hun theorie betreffende liquiditeitsmanagement.
Baker, C.B. and V.K. Bhargava, 1974. Financing small-farm development in
India. Australian Journal of Agricultural Economics 18 (2): 101-118.

9
Het begrip afschrijving is gebaseerd op het onderscheid tussen kapitaal en
inkomen en het verband tussen beide. Onderscheid en verband worden in
ontwikkelingslanden veelal niet onderkend met als gevolg dat van tijd tot tijd
rehabilitatieprogramma’s nodig zjn, b.v. bij irrigatiesystemen, omdat regel-
matig onderhoud, dat kapitaalsvermindering compenseert, ontbreekt.

10
De snelle vooruitgang in computertechnologie staat in schrille tegenstelling tot
de stagnerende ontwikkeling van bedrijfszekere fietsverlichting. Het gevolg is
dat we uitgebreide en recente informatie kunnen verkrijgen betreffende ongeluk-
ken met fietsers, die bij grotere aandacht voor fietsverlichting deels voorkomen
hadden kunnen worden.

H.AJ. Moll, Farmers and finance: experience with institutional savings and
credit in West Java. Wageningen, 21 maart 1989.
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ABSTRACT

This study deals with an experimental savings and credit scheme developed
for vegetable farmers in West Java, Indonesia, by a technical cooperation project
between the governments of Indonesia and The Netherlands. Key elements were:
a) An organizational structure with three levels: the project as financial
institution, village cooperatives, and groups of approximately 50 farmers.

b) Emphasis on financial viability through an interest rate of 5.4 percent per
month on the short-term loans provided and through the combination of savings
and credit services.

¢) Location of the savings and credit services in the groups.

The review and analysis of the scheme after seven years of operation shows
that all costs of the scheme can be covered by the interest receipts and that
the savings of the group members resulted in a considerable build-up of own
capital in the groups; the scheme is thus financially viable. Further was
demonstrated that it is possible to reach farming communities with diverse
financial potential all over the vegetable production areas in West Java. These
achievements are largely the result of the incorporation of groups in the orga-
nizational structure, which results in easy access, members’ preparedness to
save, and a reasonable cost level through the use of management capacity
available in the local communities,

The discussion of the experiences of the scheme in the context of the pro-
vision of financial services to farmers in developing countries in general, results
in the formulation of seven essential factors regarding the environment in
which financial institutions operate and regarding the operation of financial
institutions providing services to farmers.

Agricultural credit / Savings and credit / Cooperatives / Cost-covering interest
rate / Indonesia / Financial relationships / Farm households
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SUMMARY

The provision of credit at low interest rates by formal institutions to farmers
is in many developing countries a major component of the agricultural policy.
The performance of these institutions and their credit programmes has fallen
short of expectations and in many cases the programmes are terminated for
this reason and the institutions wound up. Professionals from various disciplines
have criticized credit policies and programmes. This criticism has provided
insight into the political environment in which policies are formulated, the
operation of the institutions itselves, the role of credit in agricultural develop-
ment, and the great variety of formal and informal financial relationships in
rural areas.

This study deals with an experimental savings and credit scheme developed
for vegetable farmers in West Java, Indonesia. The scheme was developed in
the context of a technical cooperation project between the governments of
Indonesia and The Netherlands. In the experiment an attempt is being made to
transform the experiences with institutional credit and the increased insight
into the financial relationships in rural areas into operational guidelines. The
scheme is reviewed and analysed with the purpose of identifing organizational,
financial and operational factors that are decisive for its performance; to review
the role of institutional financial services in the context of all financial rela-
tionships of the vegetable farmers; and to identify the external and internal
conditions that are essential for the functioning of financial institutions in
rural financial markets in developing countries.

The experimental savings and credit scheme was formulated in consultation
with farmers and with the staff of village cooperatives (Koperasi Unit Desa,
KUD) in West Java. Key elements were:

a) An organizational structure with threc levels: the project, in charge of
overall guidance and supervision; the KUDs, representing groups of farmers;
and groups, with a membership of approximately 50 farmers, who operated
under the legal authority of the KUD in their respective areas.

b) Emphasis on financial viability through a nominal interest rate of 5.4 percent
per month on the short-term loans provided and through the combination of
savings and credit services.

¢) Location of the savings and credit services in the groups. The groups elected
a chairman and treasurer who were in charge of the provision of loans to,
and the collection of savings from the members. Weekly cash days were held
for all transactions, usually in the chairman’s house.

The project provided the groups with a loan for the starting capital required
for the provision of loans to members. The experimental savings and credit
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scheme deviated strongly in various aspects from existing practices in Indonesia:
the consultation with farmers and local authorities during the formulation
process, the use of groups of farmers with a considerable measure of indepen-
dence, and the interest rate of 5.4 percent per month for the short-term loans.

The experimental scheme started in 1979 with four groups in the area of
one KUD. The evaluation after 8 months showed encouraging results and it
was decided to expand the scheme. At the end of 1985, 94 groups in 11 KUDs
were in operation in all major vegetable production areas of West Java. The
expansion went together with an adaptation of regulations with regard to the
financial management in the groups, and with a formalization of the relations
between groups, KUDs and project. As a result, the project developed into a
financial institution, with relations with KUDs and groups formalized. The
groups showed their ability to operate as legal bodies on their own, but
Indonesian cooperative policy forbad the establishment of groups outside the
KUDs, and therefore the KUDs remained involved as the legal representatives
of the groups.

The review and analysis of the scheme after seven years of operation shows
that all costs of the scheme can be covered by the interest receipts and that
the savings of the group members resulted in a considerable build-up of own
capital in the groups; the scheme is thus financially viable. The efforts of the
scheme to reach all farmers and to build up relations with members based on
confidence were partly successful. Experience has shown that the efforts of
the scheme in these directions must be complemented by the interest of farmers
in a permanent financial relationship, and that farmers must show this interest
by maintaining a correct repayment discipline. In most of the groups the great
majority of the farmers have shown this interest, and the experimental scheme
has demonstrated that it is possible to reach farming communities with diverse
financial potential all over the vegetable production areas in West Java. These
achievements arc largely the result of the incorporation of groups in the or-
ganizational structure of the scheme, which results in easy access, members’
preparedness to save, and a reasonable cost level through the use of management
capacity available in the local communities.

The situation of vegetable farmers in West Java is specific, and operational
aspects of the scheme, such as the type of services provided, the interest
rate, and the frequency of cash days were formulated to deal with this situation.
In other situations these operational aspects need to be modified. When form-
ulating these aspects in other situations, the approach used by the scheme
could be followed.

The discussion of the experiences of the scheme in the context of the pro-
vision of financial services to farmers in developing countries in general, results
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in the formulation of seven essential factors regarding the environment in
which financial institutions operate and regarding the operation of financial
institutions. The factors regarding the environment are:

1. The government must refrain from interfering in interest rates and operational
aspects such as lending policy.

2. Farm housecholds must have a capacity to save, to enable them to comply
voluntarily with the terms and conditions of a relationship with financial inst-
itutions.

3. The existing formal and informal financial relations in rural financial markets
form elements of competition that limit the freedom of an institution to set
interest rates and further terms and conditions of its services.

The factors regarding the operations of institutions are:

4. Operational costs must be covered by interest receipts, and the operational
costs must be sufficiently low so that credit can be offered at an attractive
rate to borrowers, and capital can be attracted at a rate that satisfies lenders.
5. The services provided must be adjusted to the farmers’ requirements.

6. The physical distance between institution and farmers must be limited, to
keep the costs of access at a low level.

7. Services must be provided in the knowledge that permanent relationships
with farmers are essential, because these services are useful to farmers now
and in future.

These essential factors form a comprehensive framework for the analysis of
the functioning of financial institutions in rural financial markets in developing
countries.
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1 INTRODUCTION

1.1 Credit and agricultural development

Increasing agricultural production is a widely accepted major objective in
the national development policies of low-income countries. This emphasis results
from the importance of the agricultural sector in the national economy and
the fact that a large proportion of the population depends directly or indirectly
on agriculture for its livelihood. To reach this objective, millions of farmers
must be motivated to adopt modern production technologies to intensify pro-
duction or to increase the area tilled. Such motivation is considerably influenced
by decisions taken at national level regarding prices of agricultural products
and inputs, land use rights, access to markets and by the availability of sup-
porting services and infrastructure. For farmers, the modern production tech-
nologies generally mean new investments and/or increased purchases of inputs,
and thus higher capital requirements. Policy makers have often voiced the
opinion that this financial aspect formed a major obstacle to modernization.
The limited financial capacity of farmers was stressed, they were often simply
considered to be ’poor’, and existing sources of finance were considered to
be inadequate to deal with the increased financial requirements. Donor countries
and agencies accepted the diagnosis *lack of capital’ as the principal cause of
an ailing agriculture, and supported the obvious remedy, the transfer of capital
in cash or in kind. In many countries these converging viewpoints resulted in
the provision of cheap credit by formal institutions as an important incentive
to motivate farmers to adopt modern production methods.

However, the performance of many credit programmes has fallen short of
expectations and the costs have proved to be much higher than anticipated.
Moreover, any positive effects were temporary, because permanent relations
were not established between financial institutions and farmers. A great number
of credit programmes were therefore terminated after several years of operation,
with only the vague conclusion that the programme had most probably somehow
contributed to the desired increase of agricultural production.

Criticism of credit policies and programmes has been building up from various
directions, especially since the 1972/73 *Spring Review’ on small farmer credit
programmes by the U.S. Agency for International Development revealed the
almost universal nature of the problems. The traditional assumptions of many
policy makers regarding the capability of farm households to save and invest
and the performance of informal financial intermediaries have been questioned
and generally found weak or false. The political interference in financial insti-
tutions and the cheap credit policies of government-supported projects have
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been criticized by Adams, Graham, Von Pischke and many others, who concluded
that these policies were based on faulty assumptions and resulted in seriously
disturbed financial markets. The role of institutional credit in the context of
agricultural development has been questioned and it has often been found that
adverse price policies, infrastructural shortcomings or lack of suitable tech-
nologies formed the major constraints to development. The criticism of insti-
tutional credit programmes resulted in the conclusion that the provision of
cheap, institutional credit is not the universal remedy for an ailing agriculture.

Professionals from various disciplines have not only focused their attention
on the functioning of institutional credit, but also on the great variety of
formal and informal financial relationships in rural areas. These studies have
resulted in a more comprehensive understanding of the financial environment
of farmers, and rural houscholds in general. The concept of rural financial
markets was developed and within this context it became clear that financial
institutions are just one of the operators providing financial services to rural
households.

Despite criticism on credit programmes- and a more balanced view of the
position of institutional credit in rural financial markets, one basic assumption
of all credit programmes has not been questioned: financial institutions are in
principle in a position to provide valuable services to farmers who become
more extensively engaged in modern agriculture. If this assumption is accepted,
the original statement from the 1960s: 'farmers must be supplied with institu-
tional credit’ must be replaced by two main questions: *what types of financial
services are required by farmers?” and 'what type of institution is able to
provide these services?” These two questions can only be addressed through
experiments with new types of financial institutions that have new methods of
operation; such experiments must be built on experience with the costly failure
of many credit programmes in the past and on a better understanding of the
financial environment in rural areas.

1.2 Approach and objectives of the study

This study deals with an experimental savings and credit scheme for vegetable
farmers in West Java, Indonesia. In the experiment, an attempt is being made
to transform the experiences with institutional credit and the better under-
standing of rural financial markets into operational guidelines for the de-
velopment of a financial institution in a specific situation. The experiment was
formulated on the basis of: a review of world-wide experience with institutional
credit and other financial relations in rural financial markets; a study of the
institutional and financial environment in Indonesia; a study of existing credit
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services for vegetable farmers in West Java; and an assessment of the financial
position of the vegetable farmers. The key elements of the scheme are:
- An organizational structure with three levels: financial institution, village
cooperative, and groups of approximately 50 farmers living in the same neigh-
bourhood. Tasks and responsibilities are divided to make efficient use of know-
ledge and management capacity at all levels.
- Emphasis on financial viability through cost-covering interest rates on loans
and through the combination of savings and credit services.
- Location of the savings and credit activities in the groups, the level closest
to the the farmers.
The scheme was developed in the context of a technical cooperation project
between the governments of Indonesia and The Netherlands. The project was
placed under the direct responsibility of the Directorate General of Cooperatives
in the Ministry of Trade and Cooperatives in Indonesia.

In this study the experimental savings and credit scheme is described and
analysed from its start in 1979 until the end of 1985, with the aim of:
- Identifying the organizational, financial and operational factors that are
decisive for the performance of the scheme.
- Reviewing the role of the institutional financial services provided by the
scheme in the context of all internal and external financial relations of farm
households.
- Identifying the external and internal conditions that are essential for the
functioning of financial institutions providing services to farmers in general.

1.3 Background

From 1977 until 1982 the author was stationed in Bandung, the capital of
West Java province, as advisor in the cooperatives and credit section of the
project "Marketing vegetables and fruits in West Java’. He was directly involved
in the formulation and implementation of the experimental savings and credit
scheme until his departure in 1982, Thereafter, regular contact with the project
was maintained, and in 1986 he returned to Indonesia for two months to review
the development and performance of the scheme.

1.4 Outline

The study follows the approach outlined in Section 1.2. In Chapter 2 the
literature regarding farmers and finance is reviewed, with the emphasis on the
institutional and informal financial relations in rural financial markets and the
financial relationships of farm households. The chapter ends by summarizing
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the conclusions that were of particular relevance for the formulation of the
experimental scheme. Chapter 3 deals with the environment of the scheme.
The institutional infrastructure in the agricultural sector in Indonesia is desc-
ribed in two sections focused on institutional finance and cooperatives, respec-
tively. The existing institutional and informal credit arrangements in West
Java are reviewed in the next section. The chapter ends with the analysis of
the financial position of the vegetable farmers. The sections of this chapter
end with the findings and conclusions that further determined the framework
for the formulation of the scheme. Chapter 4 gives a review of the savings
and credit scheme from its formulation in 1978/1979 up until 1985. Main atten-
tion is focused on organizational structure, financial viability, access to financial
services, and the financial relations of the farm households. In the second
section of this chapter the reader is introduced to the operation of the scheme
in. the field through an account of the proceedings in two groups. In Chapter
5 the results of, and the experience with, the experimental scheme are discussed.
First, the performance of the scheme is discussed; in the next section the
focus is on the environment in which the scheme operates; and in the third
section the specific aspects of the project as implementing agency are discussed.
The chapter ends with a discussion of the relevance of the experience for the
provision of institutional financial services to farmers in general.






