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ABSTRACT

Government inooloement in developing microfinance instiudons iphlichts
die rise of welfre stake approach o sustaineble  rural-apriculfural
development. In West Sumatra  province, govermmend iniHoted the
development of 1037 units Agribusiness Micro Finance Institution (AMET)
since 2008. By 2016, however, more then 30 percent of these AMFIs were
reporfed inactive, most of those considered actioe were ectually stegnent in
terms of assefs accumulation, and only o smell sumber were able o double,
or more, their essets. This research aims af disclosing some key cheracterisHes
of this successful AMEL: based on @ survey of 30 successful AMFELs in three
districds in West Sumatra. Based on e methods fiese AMETs used o
mobilize funds, their policies i the ways credit being delivered and Hie
methods they used to ensure credit repoyment if is concluded that these
AMFI= are developing closer toward insHiutdonglist, rafer thon welferist,
perspectioe on microfinence institutional development. Incoitably, serving
particularly the better-off sepmends of the rural population is likely do be e
basis of their rigkility. The poorer sepments of rural agriculiural population
are unlikely fo be able do access credif from these AMETs.

Eeywords: microfinance, rural agribusiness, social collateral

MTREODUCTION

Government imvolvement im inibating the development of
microfimance instimtions in rural areas marks important changes in
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the govermnment approach to solving various problems ansing from
lack of capital faced by small farmers and villagers in general. Firstly,
itis clear a move of ‘get the government back ' instead ‘let the market
solves the problem” Secondly, it is a move from relying mainly on
credit program, that helps only those involved i cerfain programs
and only durng the program implementation, toward deweloping
established microfinance institutions avatlable for small farmers and
villagers at any time and for any purpose (productve amnd
consumphtive, agriculiural and non-agriculiural} (see among others
Ellis 199, As such, it is also an appreciation for the long neglected
fact that small farmers are in constant need of credit, productive as
well as comsumptive, since most of their small farmn income is
consumed leaving almost nothing to fund, for example, the next
farming seasons. Developing an established microfinance mstitution
is expected to increase access of villagers, especially the poor. to the
much needed credit as microfinance institutions should be able, so 1t
is expected. to be more flexible than the rgid formal bank and. at the
same time, at least as flexible as the informal credit instiftutions that
usually supply credit to the poor at very high interest rates.

In Indonesia, these changes manifest in varous programs,
sponsored not only by the central government but also by provincial
E;-::?emmmlz as well as district E;a?errmlmts, .aJm.mE at devela]:ljng
ang or other kinds of micrefmance institobens (AMFI) in roral areas.
The approach in general is in the form of providing money as a start-
up capital to groups of villagers. usually farmers groups, or village
governments to start microcredit mstitubions. The money is expected
to be delivered to those inneed of credit employing schemes like small
group lending or revolving funds within small groups of villagers. It
is expected that the villagers will develop their management capacity
and to expand the MFIs service outreach bevond the mitial groups
members. Owvertimie, 50 it is expected, the MFI will be able to
sustainably serve the needs of those wvillagers excluded from the
formal banking system and at the same time will also be able to take
over the role of mformal money lenders.

The Bases of The Viefdlity ... Osmet of al.
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Cne prominent Indonesia’s ceniral government programs
imwolving the development of MFLis the Program of Dreveloping Fural
Agribusiness (FDEA). Started being implemented about ten years ago,
in this naionwide program. the government provides support to a
large number of federations of adjacent Farmers Groups (FFGs) all
over Indomesia to form their own Agribusiness Microfinance
nstitaions (AMFIs). Each FPG 5 granted start-up capital
Fpl00.000.000.- to start establishing an AMFI particularly meant to
serve the needs of the FPG members for credit for warious rral
agribusiness purposes. The government also provides a number of
university graduates traimed to be supervisors for the FPGs in this
program.

In the province of West Sumatra alone, this program dewvelops in
total 1037 units of Agribusiness Micro Finance Institution (AMFI). By
2016, however, more than 30 percent of these AMFIs were reported
mmactive, most of those considered active were actually stagnant in
berms of assets accummulation, and only a small nomber of the ANMFIs
wrere able to double, or more, their assefs. This assessment based on
data provided by the Provincial Secretariat of FDEA (STF PUAP. 2016)
is a bit discouraging. although may not be unanticipated in the
Literafure of MFI (see Lapenu. 2000, Murdoch, 2000, Moon, 2007).
Cbviously. it may not an easy endesavour to develop established MFIs
in large number, especially if the MFIs were expected to particularly
serve the rural poor sustainably.

This ressarch was done in order to shed some light on the issues
by focusing on the successful AMFIs. What makes them different from
the not so successful AMFIs? Are they able to be wiable while
maintaining their mitial missions as credit providers of the maral poor?
To answer these guesbons. a survey was oconducted aiming at
disclosing some key characteristics of these soocessful AMFIs. The
survey was done in three districts of West Sumatra Province. ie.
Dharmasraya., Limapuluh Eota, and Pasaman Barat. The districts
were purposively chosen based on consideratiom that the district
contains a larger number of successful AMFI than other districts and
municipaliies within the province. All of successful AMFIs defined in

Osmet ot al. The Bases of The Viabiliy.
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this research as AMFIs which are able to at least double their initial
start-up capital. m the chosen districts were selected as samples.
Cuestionnaire were used m inferviewing the management of the
AMFIs. Secondary data m the form of anmual reports of the AMFIs
was also used. Then, with the help of descriptive stafistic, the data is
presented aroumd two main themes: the methods used by these
successiul AMFIs in mobilizing funds, and their policies n the ways
credit being delivered and the methods they used to ensure credit
repayment.

This paper will progress in the following order. The above
introducton will be proceeded by a brief discussion on the debate
between welfarist perspective vs institutionalist perspective on MFI
development as well as trends found in some empirical literature. The
findimgs and discussion of this research then followed before somie
conclusions as well as policy and research implications are presented.

THE D)EBATE

Should the MFI be supported by government all the way from the
beginning or should the MFIs be developed fo be independent from
government or other cufsiders support. or s it possible for the MFIs
to be fimandally wiable without outsider support when they are
expected to provide credit for a large number of poor villagers are
questons that has been plagued the microfinance movement for a
long time {see Moom, 2009). In other words, since microfinance
movement is meant to alleviate poverty, can an MFI mamftam 1t
viability by relying on the poor as its credit market?

Morduch (1999) argues that it is difficult for MFIs to be profitable
and af the same time successful in poverty alleviabon. Theoretically,
the transacton costs of serving a large number of small cradits to the
poor would be significantly higher than serving small number of largs
credit to wealthy clients (Morduch 2000. see also Moon 2009).
Empirically, Morduch (1999 implies that even the renowned
Grameen Bank would have been collapsed had it not for various
supports and subsidies, from the Bangladesh government Left on
their own, the MFIs would likely, therefore. go to wealthy dients for

The Bases of The Viebility .. Cosmuet et al.
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their own survival, leaving the poor and poverty alleviation from their
mission.

In the other line of thinking, the proponents argue that relying on
government or oufsider support and subsidies would be
unsustainable for the MFIs. To be sustainable, the MFIs must justify
themselves fimancially on their own. Moreowver, it is actually possible
for the MFIs to be viable relying on the poor as their market base since
the poor. so the argument goes, can save, no matter how small it may
be. implying the credit worthiness of the poor (see Ellis. 1992). The
MFIs can also rely on their low owverhead costs to make higher
iransaction costs justifiable. It is important, however. for the MFIs to
sef nterest rate at the level of market rates both for saving and lending.
Lower interest rates will only discourage local saving mobilization
and threaten the MFIs long terms prospect to expand their cufreach
and to accumulate capital. Market rates are also justified based on fact
that they are usually lower than rates charged by informal money
lenders {see Ellis, 1992, and Moon, 2000).

These two opposing lines of argument have come to be Imown as
the welfarist perspective and the instifutionalist perspective, two
polars of thinking i microfimance movement Moon, 2009). While the
formers emphasis the importance for the MFI= to perform well in their
welfare funcion of poverty alleviation. the later emphasiz the
mmportance of MFIs to be institubonally and fmancially sound.
Empirically, both lines of thinking would have real world cases
supportimg them Large scale government initiated programs of
developing MFIs could be the case for the welfarist perspective, while
small scale program of developing MFIs particularly those done by
non-government organdzations (NGOs) would support  the
institntonalist perspective—if they were able to maintain their
mission in poverty alleviation However. fordng the MFIs to survive
out of their owmn business. profits may lead the MFI=s to also leave the
poor and serve the better off in order to economize on transaction costs
and pget greater profit.

Moon (2009), however. suggests that it conld be not an either-or
position It is possible to follow the welfarist perspective. providing

Osmet ot al. TThee Bases of The Viability.
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support and subsidies for the MFIs. at least at the formation stage of

MFIs and then let the MFIs go on their own, as instintionalist
perspective would suggest, when they are ready.

It is not clear as to where the position of the government of
Indonesia s in this debate. In case of AMFIs, the government seems to
have let the AMFIs to develop on their own after being granted start-
up capital although the government conbinues to provide government
paid supervisors years afterward. However, in the district of
Limapuluh Kota, one of three locations of this survey, the district
govermnment has been supplying good performing AMFIs with
revolving funds of around FplO0 mullions at subsidized rate to
strengthen the AMFE liquidity.

EESULT AND DISCUSSIONS

The Sample AMFIs

The 30 soccessful AMFIs taken as samples m this survey are
located in three districts, 12 m Dharmasraya, 10 m Limapuluh Kota,
and & in Pasaman Barat These three districts are knowm for their large
commercial as well as small scale plantation (palm oil. rubber and
gambir) and fransmigrafion setflements, particularly Dharmasraya
and Pasaman Barat Sawah cultivation is also an important economic
mainstay in the three districts, particularly Limapuluh FKota.

As mentioned earlier, these AMFIs are considered successful
because they are able to at least double their inifial assefs, the start-up
capital of Fpl00 million granted by the government to each AMFIs.
As can be seen in Table 1. eight AMFI= (26,7 percent} have developed
their total assets up to meore than Epl billion while most of them (36,6
percent) have assafs worth between Ep200 million and Ep300 million.
The rest (17,7 percent) is between Ep500 million and Epl billion.
Interestingly. most of these AMFIs (60 percent). and all the eight most
successiul AMFIs, are located in fransmigratbon settlements. Local
econonuc mamstay of villages where the AMFIs are located are
predomimantly land cultivation and plantation

The Bases of The Viability ... Osmet of al.
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Tabel 1. Somue salient feabares of the AMMFI: according to class of asssts

ARIFIs acc bo class of asset” Tital
Class 1 Class Clazz 3 Mo Percent
z

1 Nuomber of sample AMFIs 17 5 E 30 100, 0
2 Legal cortificate

Hawve legal certificate i 5 4 13 34

Hawve no begal cerbificate 13 0 4 17 S,
3 Forms of Legal Entity

Conperative o 4 z fi 21,0

BMT &har'e) z 1 4 7 3%

Crrdinary microfinance 2 0 1] 2 f.7

Urnichear 13 0 r 15 5.0
i Commumnities

Trammiﬁmtim .1 2 g 18 0,0

Hm-nnmignlinn Q 3 o 2 40,0
5 Loral Eoonomic mainstry

Sawah 14 1 2 17 56,7

Flartation X 4 3 9 3,0

Flantation and sawah 1 0 3 4 13,3
& The Manager

Profrssional managers 14 4 E 25 B6,7

Mom-profiessicnal managers 1 1 o 4 13,3
¥ Beward to maragement

Salary or honorarum B 1 4 13 434

Pescentzge of yearly net incomae ] 4 4 17 5,6

Chass 5 = More than | billion

Clags 1 = less than Bpsdl million; Class 2 = Ep5s00 million to Epl hilkion;

All of the AMFIs have bean operating without any legal permit as
required by Law No. 1/2013 on microfinance mstitation, although
43 4 percent of them have acquired certificates as legal entity from the
government. Some of the AMFIs are said cooperatives or EMT (Baitul
MhMaal wa Tamwwil) or share AMFIs but not all of them are officially
certified so. Some others are sajd ordinary microfinance, but most of
the AMFIs have no clear legal enfify at all. Nonetheless, as will be clear
later om, all of them are actually functioning as cooperatives.

Osmeet et al
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As fo the management, 56.7 percent of the AMFIs are mm by
professional managers. The professional managers in this case are
persons elected by the officials of the FFG (Federation of Farmers
Groups), the FG (Farmers Groups), and their members based on
consideration of their perceived potential ability in managng the
ANFI=. In some case, the head of village or sub-village invelved in the
process of selecion. All the managers are local commumity membwers,
although not necessarily the member of the FFG, usnally known as
local prooanent figures as vouth actvists or successful traders. In four
other AMFI=, the managers were selected not based on consideration
of their potential ability but because of their prominent social pesiion
in FG or in local commuumity. MMost of the managers has not been
replaced since being appointed, implying stability and that the FGs’
officials and members had not chosen the wrong persons.

The management of the AMFIs are typically consisted of 4 to 3
officials, only the biggest ome has 19 officials. All the officials are
rewarded for their works in AMFTs. In about 60 percent of the AMFIs,
the officials received certain percentage of vearly net income of the
AMFIs. In 20 percent of the AMFIs, the officials are given salary or
honerarinm bat also received part of AMFIs yearly net income. The
percentage paid for the officals ranging from fwo percent to 13
percent of total yearly net income. The average me

Members of the AMFIs is 257, ranging from the lowest 30 to the
highest 700 with the highest also coincident with the biggest AMFL
All of the members are required to pay monthly princpal condribution
to their respective AMFI ranging from Epl.000 to Epl00.000, with
most required to pay around Ep3.000 to Epl0.000. The highest
contribution is also required by the biggest AMFL As in cooperative
instifution. the member are also required to pay obligatory deposit
mostly ranging also from Fp3.000 to Epl0.000. In some AMFLs, they
only serve their original members who are the members of the FFGs
initially received the start-up capital granted by the government. In
some other AMFIs, the non-original FFG members are allowed o get
credit provided that they pay obligatory deposit and monthly
contribution, and thus become members of the AMFIs. As already

Tl Bases af The Vielality ... Osmet of al
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menboned, the AMFIs are practcally fomchoning as cooperative
insttutons.

Policies in Funds Molilization

While there is hardly any debate on the roles of MFIs in general
in helping the poor to live a better life, literafure are debating on where
should the funds used by MFIs to help the poor come from. Should
the funds be raised by the MFIs themselves, that is from accummulating
profit out of serving the poor, or should the funds come from grants
or subsidized funds from government or other outsiders individuals
or institutions? As shown abowve welfarist and instifutionalist
perspectives are n the opposite posiions on this questons. With
regard to AMFIs surveyed in this research, the AMFIs have shown a
remarkable growth rates in their assets, ranging from more than 100
percent up to more than 1000 percent, in less than 10 years. How has
this been possible?

With regards to the source of funds, the AMFTs in fact hasvre many.
Aside from start-up capital granted by the government, obligatory
deposit and monthly principal confribution from their members, the
AMFIs accumulate capital from profits cut of varicus services they
provide. A couple of AMFIs are also selling stocks priced at Ep300.000
and Epl million each to the wealthy willagers. There are also six
AMFIs that have used loan from commercial banks to increase their
Liquidity. Moreover. performed AMFLs in Limapuluh Kota district are
also rewarded by the disirict government with revelving funds with
subsidized interest rates. This fund, Fp35 million-Fpl00 million, can
be used by the AMFIs for three years and contribute much to improwe
the AMFIs liquidity. An AMFIs may also increase its liqmidity by
saving the funds of government projects such as for certain crop
development and the construction of a market place. One AMFIs also
receive grant from a legislative member's aspiration funds.

Warious kinds of saving are also significant sources of fresh
money for the AMFIs. These savings, offered to the villagers at large
(mot limdted to the AMFIE members). and the nomber of AWMFIs
offering them are presented in Table 2.

Osmeet ot al The Bases of The Viability._
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Takle 2. AWFI= according to sawing they offered
M. MName of Saving Number of ARIFI
1 Crdinary saving I
P Education saving 2
1 Smdentsawving i
4  Pregnant mother saving 1
5 Eid al-Adha saving 17
6o Eid al-Fitri saving 16
7 Gaving for FEamadhan 1
B Wediding anmiversany saving
9 Tmroh haj saving 2

AMFIs set various interest rates for these various savings ranging
from one percent per armum to three percent per anmum. The biggest
AMFI, however, sets quite high interest rate, that is eight percent per
annum. In general. the rates for the savings are about the same with
the market rafes. As shown in Figure 1. however, the average yearly
saving trend is declining after peaking at more than Fp50i0 million in
2014

el T~
- N\
N

AN

12 3 014 2015 &

AT

Fipure 1. Trend of average saving in the sample AMFIs.

AMFIs also earn profit from nterest rabes or profit sharing (in the
case of BMT) after providing varous kinds of credits to the clienfs.
Interest rates charped depend on duration of credit, the shorter the
duration of the credit. the higher the interest rates, and vice versa.

The Bases of The Viability ... Csmet et al.
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Drifferent AMFIs charge differemt interest rate but in general the
mterest rates are between at mindimum 12 percent per anmom and at
maximum 18 percent per annum. MNon-members cients are usually
have to pay higher interest rates than the lending members. Some
AMFIs also provide weekly credit with interest rate 2.5 percent per
week. Duration of credit ranges from a week to four years. The amount
of money lent by the clients also varies, meostly at around Fp 1 million
to Fpd millions with the lowest found at Rp200.000 and the highest at
Fp30 millions.

Figure 2 shows the trend in average lending of the sample AMFIs
i the last five years. The trends. as in the case of saving is declining
after reaching the maximuom at more than Fp700 millions per vear per
AMPFPILin 2015,

:mummm _.-o———'—""f ‘\\
2 o000 | N\
i 300000000

2012 2013 Z0t2 2013 2016
Figure 2. Trend of averazs lending in the sample AMFIs

Both declining average saving and lending frends may be
signalling problems below the surface of these successful AMFIs.
However, based on their polides in interest rate and seeking anmy
source of funds it is clear that the AMFI=s are trying hard to mobilize
funds for their confinuous operabion

Osmet &t al The Bases of The Viability.
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Policies in Credit Delivery and Fepayment

The single most crucial factor determining the viabdlity of an MFL
as any commercial bank, is credit repayment. Policies in ensuring
repayment are closely related to policies in credit delivery, both
policies will affect the survivability of the MFIs. In commercial banks,
they can chooss their clients and require them to provide collateral as
credit provision I order to ensure that risk of default are not
detrimental to the viability of the banks. In MFIs, unlike in the formal
banks, they are expected to help the poor segment of population (it is
even explicitly stated in the defindtion of MFI in Indonesia’s Law INeo.
1/2013 on MFI). As such, the MFIs may not be able to impose the
requirement for their poor clients to provide collateral as commercial
banks usually do to their wealthy clients. Most of the poor are so low
in assets ownership that they would choose to not using credit rather
than risking the only assets they have.

How the AMFIs, as any MFIs, deal with this issue may determine
their idenfity as finance instituton of the poor. Literature on this,
furl'lmatelj.', jsab-::undjng_ Bukt, nnfm'hmahel]r'. the recommendation on
this is Iimited. mostly refers to the Grameen Bank approach of group
lending. If the clients are too poor to provide mweaningful real
collateral, use sodal collateral Let the clients supervise each other so
that credit repayment is ensured or else everyone in the group will
have to pay or not getiing any chance of using credit at all in the future
untl the credit repaid. In West Sumatra, the concept of social collateral
has been widen to incude commwmity pressure by involving adat
[customary} leaders or even shaming those who do not repay their
credit by announcing their debt in the mosques. How have the
successful AMF]s deal with this issue?

In this research. however. it is found that, except one single AMFL
none of the successful AMFIs have chosen group lending as their
method of credit delivery. All AMFIs require real collateral like land
certificate or certificate of owmership of wehicles (usually cars or
motorcycles) or even television sets. However. in some AMFLs,
treatment may be different if the clients are villagers Imown to AMFIs’
officals which is most of the case when the clients are also the

The Bases of The Viability ... Cvsmuet et al,
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members of AMFIs and invelving amount of money not more than
certain mimimum limit. Some AMFIs impose the minimum limdt at
Fp300.000, while other at Fpl million. Moreover, n some AMFIs, the
projects to be funded are checked to ensure that they are in fact troe.
To further ensure the proper use of the credit, 60 percent of the AMFI=
provide assistance about how to do good businesses, including for
example how to farm maize appropriately. Forty percent other AMFIs
have not doing anything like this.

As to the outreach, most AMFIs prioritize the member clients.
MNon-member clients are only served when internal needs are fulfilled,
with higher inferest rate. and if they have real collateral. Smce there
are a number of rural poor, mostly are also farmers who are not the
members of any FG or FPG, do AMFTs serve these people? Ten AMFIs
said they did not. nine AMFIs said they would if the repayment
seemed guaranteed and only 11 AMFIs have actually dome this.
Moreover, these AMFIs seem to concentrate on productive credit,
leawing consumptive credit beyond their duties.

Given precaution on fo whom and for what purposes and on
what requirement the credit to be delivered, how have the AMFIs
really performed in credit repayment? Data on non-performing loan
for the last five years is mixed. About 25 percent (eight AMFIs) report
no MNFL at all The remaining 75 percent report the existence of the
problem of MFL. Some AMFIs report INFL in only one year of more in
mmsignificant amount. but quite a number of them (four AMFIs) are
actually overwhelmed by the problem of NFL. Some AMFIs have NFPL
amounting to tens of millions every year.

When asked about their main problems in managing AMFIs, the
management of the AMFIs, however, confirmed the threat of INFL.
About 75 percent of the management said INPL as their main problem.
Other found problems in finding funds to operate, competing with
other government sponsored program of Small Business Credit. and
lack in management capacity.

Osmeet ot al The Bases of The Viability._.
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Concluding Femarks

Previous namaton shows that despite their remarkable
performance, the successful AMFIs are actually struggling for their
existence. Firstly, there is a tendency that the trends in saving and
lending are declinimg in the latter years. The findings on NPLs and
problems faced by the AMFI: management i finding funds to operate
must be closaly related to this megative trend. INFLs makes funds
unavailable for paying both due saving and new loans. This may build
distrust of the clients toward the AMFIs and then withdraw from
saving their money in the AMFIs. Secondly, it is likely that the AMFIs
in their operations have left the need of the poor unattended. The
AMFI= polices m providing loan to non-members and the
requirement of real collateral instead of some forms of sodal collateral
must have deprived the poor segments of the villagers, members or
non-members of the AMFIs, from fulfilling their need for credit.
Fesearch by Elhakim (2017} n Limapuluh Fota district reveals that.
on average, the AMFIs fulfil only 66 percent of the capital needed by
rice farmers.

Although this sbtroggling feature of the suocessful AMFIs may
have been due fo the undear government policy implementation, for
example m having let the AMFIs use real collateral instead of sodal
collateral based on group lending. and instead of developing capacity
by concentrating their service on intermal FGs members, the AMFIs
may have let themselves to expand earlier than it should be, but with
shaky bases. It is as if the AMFI: have advanced boward
insitutionalist perspective on MFI development, as if they are already
able to survive on their own, and the government therefore can leave
them as such Buf it might be too early for most of them. Some who
force their way toward that direchon may find they actually have
market buf, at the same time. they also have to leave their mission in
helping the poor farmers.

Based on these findings. it may be good to have more research on
this inwolving more ANMFIs to have a more solid concusion. In the
mean tme, it is worth suggesting that the government pay attention

The Baszes of The Viebility ... Osmet of al
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to persuading the AMFIs to first build their capacity to help their poor
farmers members before starting to expand and get bigger.
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