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Preface
It is my pleasure to present to you this report about access to financial

For several decades, Rabobank has also been active in developing

services in developing countries. This year, it has been five years since

countries to encourage the development of rural economies. We have

the Millennium Declaration was adopted by world leaders, committing

partnered with financial institutions in Asia, Africa, Eastern Europe and

their nations to stronger global efforts to reduce poverty, improve health

Latin America to share our experience and expertise. The next step is

and promote peace, human rights and environmental sustainability.

to enter into long term commitments by creating institutional links

The public and private sectors, including the financial sector, have

through equity participation.

affirmed their collective responsibility to achieve these targets by 2015.
The role of the financial sector is a fundamental one, as increasing access

Now Rabobank is capitalising on 100 years of experience in co-operative

to financial services for the poor can have a positive impact on economic

rural banking in the Netherlands by setting up the Rabobank

growth and poverty alleviation. As a socially responsible and involved

Development Program (RDP), which groups together three development

bank, Rabobank is committed to contribute to achieving these goals.

activities. The Rabobank Foundation has been active in developing
countries for more than 30 years, supporting savings and credit

Rabobank emerged in the late 19th century as a co-operative bank

co-operatives. Rabo International Advisory Services (RIAS) has shared

providing poor farmers and individuals with banking services vital to

Rabobank’s acquired skills, knowledge and experience with rural financial

their businesses. With this objective, Rabobank was able to enhance the

institutions in more than 50 developing countries over the last 15 years.

economic and social infrastructure of local communities and stimulate

Rabo Financial Institutions Development B.V. (RFID) will develop leading

prosperity.The formula has been as successful for Rabobank as it has

rural banks in 15 developing countries by providing them with equity,

been for its customers. Rabobank has become a solid (Triple-A rating)

management and technical assistance. Apart from the RDP, Rabobank

and prominent bank, ranking among the 15 largest banks in the world,

International works closely in partnership with Multilateral Development

based on Tier-1 capital. It has an extensive franchise internationally, par-

Banks and is active in various projects in developing countries.

ticularly in the Food & Agribusiness.
It is a natural step for Rabobank; supporting rural economies in developing
countries by improving access to affordable finance and helping financial
institutions become viable envoys of economic development. It is a step
towards ensuring sustainable development for future generations.

Bert Heemskerk
Chairman, Executive Board Rabobank Nederland
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Introduction
Roughly 4 billion people living in developing countries and emerging

demand, rural areas will remain underdeveloped. Therefore, dedicated

economies do not have access to financial services such as credit,

financial institutions which understand the needs of the agricultural

savings and insurance.

sector are needed to support rural and economic development.

1

Formal financial intermediaries, such as commercial banks, usually refuse
to serve poor households and micro-enterprises because of the high

The numerous initiatives of governments and development agencies in

cost of small transactions, lack of traditional collateral, lack of basic

recent decades to provide access to financial services for the part of the

requirements for financing and geographic isolation. By doing so, these

population not being served by the formal financial sector did have

institutions ignore the enormous potential in talents and entrepreneur-

some positive impact. However, significant challenges still remain, the

ship of this stratum of society. Providing access to financial services will

most important ones being the creation of an appropriate economic

stimulate the independence and self-development of poor households

environment, a conducive legal and regulatory framework and the

and micro-entrepreneurs. This will help not only to improve poor people’s

development of sustainable (subsidy-free) financial intermediaries, in

economic condition, but also to provide a way to maintain or improve

both urban and rural areas. Without a well-functioning finance system,

their quality of life in the face of uncertainty. Moreover, gaining access

neither aid nor local entrepreneurship as such can create the right

to financial services is a critical step in connecting the poor to a broader

business climate conditions for long-term economic growth.

economic life and in building the confidence for them to play a role in
the larger community.

This study will first discuss the current state of poverty and economic
growth in the various world regions. This is followed by an overview of

By increasing access to financial services for the poor segments of society,

the financial sector in developing countries and the financial institutions

the financial sector can play an important role in alleviating poverty in

established for serving the un-banked population, specifically in rural

developing countries. To achieve sustainable economic growth in these

areas. The study will conclude with outlining the ways in which

regions, the focus should be on the whole range of economic activities,

Rabobank seeks to address the enormous challenge of increasing

including small and medium-sized enterprises (SMEs) and farmers.

access to financial services in developing countries and contributing to

SMEs are important drivers to a country’s economic development.

economic development and growth.

They have the ability to create goods, innovations and employment
which can take the economy to a higher level. It is essential that these
enterprises have access to financial services fitting their needs, in order
to continue and expand their businesses.
The larger part of the population in developing countries lives in rural
areas, in which agriculture is the main activity. Formal financial institutions
often avoid financing rural areas due to the perceived higher costs and
risks. These are related to the widely-dispersed population, poorlydeveloped infrastructure and specific client needs of the agricultural
sector. Without sufficient financial services to meet the enormous

1) To enhance the ease of reading, in this report, ‘developing countries’ refers to developing
countries as well as emerging economies.
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The key to
economic growth
Access to financial services is one of the keys to alleviating poverty and
achieving sustainable economic growth. Before going deeper into the

Millennium Development Goals

ways in which the financial sector can contribute to these goals, the
current state of poverty and economic performance in developing

1 Eradicate extreme poverty

countries will first be discussed.

2 Achieve universal primary education
3 Promote gender equality and empower women

Extreme poverty and hunger should be halved by 2015

4 Reduce child mortality

In 2005, The United Nations celebrates its 60th anniversary. This year

5 Improve maternal health

also marks another important milestone for the organisation, as it has

6 Combat HIV/AIDS, malaria and other diseases

been five years since the Millennium Declaration was adopted. This

7 Ensure environmental sustainability

declaration was the impetus behind the Millennium Development

8 Develop a global partnership for development

Goals (MDG) for which the international community has affirmed collective responsibility. Eight goals, each with its own clear targets, has been
formulated, to be achieved by 2015.

Figure 1: Percentage of people living on less than US$2 a day

80% and over
60% - 79%
40% - 59%
20% - 39%
Under 20%
No data

Source: World Bank 2004

Source: United Nations, 2000

The key to economic growth
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The first MDG, ‘Eradicate extreme poverty’ 2, seeks to halve the proportion

Economic growth varies per region

of people whose income is less than US$ 1 per day and those who suffer

In the last two decades, different regions have achieved varying degrees

from hunger. By achieving sustained economic growth, it is hoped that the

of economic growth (see figure 3). The fastest growth was in East Asia/

number of people living on less than US$ 1 per day will be reduced from

Pacific and South Asia, led by China and India. Output declined in the

1.1 billion in 2001 to about 0.6 billion people in 2015 (World Bank, 2005).

transition economies of Europe and Central Asia in the 1990s, but recovered in the early 2000s. In Latin America/the Caribbean and the Middle

Global poverty is declining, but progress is uneven

East/North Africa growth was faster in the 1990s than in the 1980s. In

In the period 1981-2001, global poverty declined (see figure 2). Fewer

Latin America, however, growth decelerated sharply in the early 2000s.

people are living in extreme poverty, but progress in different regions

High growth in East Asia and the Pacific regions in the last two decades

and countries is uneven. The most spectacular decline in poverty was

has nearly brought the level of GDP up to that of Latin America and the

achieved in East Asia. As a whole, the region’s poverty rate has declined

Caribbean region.

from 42% to 10%, and China’s poverty rate, in particular, has declined
Africa, however, has weakened; the number of people living in extreme

Strong economic growth correlates with poverty
alleviation

poverty in this region increased both relatively and absolutely.

Various comprehensive studies (Ravallion, 2004 and OED, 2005) have

In spite of the strong performance of a few large countries like India and

concluded that strong economic growth goes hand in hand with a sub-

China, in 40 of the 100 developing countries the portion of people

stantial reduction in poverty. A 1% increase in per capita daily income

living in extreme poverty actually increased between 1990 and 2001.

reduces the proportion of people living on less than US$ 1 per day by

Corruption, bad governance, low educational standards, poor health,

an average of about 2%. However, strong economic growth is also cor-

and civil disturbance, combined with protectionism in a large part of

related with an increasing inequality of income distribution, which has a

the (Western) world, are still persistent obstacles for economic growth

negative impact on society 3. This has been evidenced, for instance, in

in many developing countries.

India, where growth and modernisation stays mostly restricted to urban

from 65% to 18% of the total population. Development in Sub-Saharan

Figure 2: Share of people living on less than US$1 a day
in %
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2) A poverty line of US$ 1 a day has been generally
accepted as a working definition (World Bank) of
extreme poverty in developing countries. However,

Source: World Bank 2004

there are also other measurements of poverty or the

Figure 3: Economic growth by region
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areas, while rural areas barely move forward. The rising inequality

their home or business, to meet large expenditures, to insure against

between urban and rural areas in China has led to a boost in urban

risk and to transfer money. It is a mistaken belief that poor people do

migration, with all that it entails.

not or cannot save money. In fact, poor people throughout the world
and across many cultures and economies save in many ways and for a

However, the proven correlation between economic growth and poverty

variety of purposes. They save for household emergencies, to manage

alleviation highlights the need to combine efforts to accelerate economic

irregular income streams, for social and religious obligations and for

growth by further developing the business and (human) resource

long-term investment opportunities. Often these savings are set aside in

capacities in developing countries.

non-financial forms, since suitable savings institutions and instruments
are not available for this part of society. Moreover, confidence in the

Large (human) resource capacities to be developed

financial system is generally lacking because of low stability and high

Poor people in developing countries often make their living as micro-

inflation figures.

entrepreneurs, such as farmers, street vendors, craftsmen, taxi-drivers or
home-workers in the informal economy. On average, informal activities

Access to financial services for the poor will contribute to achieving the

in these countries contribute nearly half of the gross domestic product

MDGs in many ways. Financial services enable the poor to increase and

(GDP), while SMEs, which provide the bulk of employment in the formal

diversify incomes, build human, social and economic assets, and improve

economy, contribute 17% to GDP (World Bank, 2005). Micro-enterprises

their lives in ways that reflect the multi-dimensional aspects of poverty.

and SMEs are, both in low- and high-income countries, the backbone of

Evidence shows that poor people choose to invest in a wide range of

the economy and the engine for growth.

assets: better nutrition, improved health, access to schooling, a better
roof on their homes, and expansion of their small businesses (CGAP, 2002).

Within the large poor segments of the population in developing
countries, human resource capacities exist in abundance. Due to a

Micro-enterprises, as well as SMEs, identify an economic opportunity and

number of obstacles such as access to financial services, they have not

are in a position to capitalise on that opportunity. They need investment

yet been developed. This does not mean that every poor person in the

and working capital to start or expand their business activity. The demand

world will have the capacity to become an entrepreneur, nor does it

for financial services in this part of the society is huge. Formal financial

mean that every small enterprise will become a large corporation.

intermediaries in developing countries, especially commercial banks,

However, millions of poor households and small entrepreneurs could

usually do not serve micro- and small enterprises because of the high

generate an income sufficient to feed their families through greater

cost of small transactions, lack of traditional collateral, lack of basic

opportunities for employment (including self-employment) and to

requirements for financing and geographic isolation. These enterprises

save for future investments and expenditures.

therefore rely on their own savings capacities, relatives and friends.
Otherwise, they must rely on the flexible but exorbitant terms offered

Access to finance is key to development and growth

by moneylenders and traders. In yet other cases they seek out local

Poor people need financial services for the same reasons as everyone

credit unions, co-operatives or non-profit organisations providing limited

else - to save small amounts of money in a secure manner, to invest in

financial services.

Mr. Peter Woicke, former Executive Vice President of International Finance Corporation (IFC)
and Managing Director, World Bank (1999-2005):

“Creation of local capital markets
will increase access to finance.”

The key to economic growth

Therefore, the creation of a financial system, which can provide professional

traders and landlords. They usually charge steep interest rates, some-

and sustainable access to financial services for all economic activity in

times running up to 100% a month.
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developing countries, is key to economic development and growth.
Last but not least, there are relatives, friends, and neighbours from

The organisation of the financial sector

whom those in need can borrow, although primarily for emergencies or

The financial sector in developing countries consists of three sub-sectors:

special purposes rather than for ongoing working capital needs. In this

the formal, semi-formal and informal sector. The formal financial sector

situation, lenders tend to provide small loans at no or low interest, but

falls under the banking law and regulation and supervision of financial

they may expect non-financial obligations in return for their credit

authorities. It includes various kinds of banks (commercial, development,

(Robertson, 2001).

specialised, regional, co-operative), insurance companies, social security
schemes, pension funds, and in some countries, capital markets. In many

In many developing countries the formal financial sector serves only

countries, the formal sector is largely urban-based and organised

5%-20% of the population and the number of institutions is very

primarily to supply the financial needs of the wealthier population and

limited (Gallardo a.o., 2003). However, the share of the formal financial

larger corporations.

sector in total bank assets is about 95%. This means that poor people in
developing countries depend on semi-formal and informal financial

The organisations in the semi-formal sector do not have a bank license

intermediaries.

and are generally unsupervised by the formal financial authorities;
nevertheless, they may operate under particular laws and regulations.

World-wide, the number of semi-formal and informal financial institutions

This sector includes, among others, credit unions, non-governmental

reported by surveys runs in the tens of millions. Their numbers and

organisations (NGOs) and microfinance institutions (MFIs). The latter

impact in the different regions vary, depending on population density,

often originate from NGOs. The semi-formal sector operates in urban as

historical and cultural background, among other factors. In Asia,

well as rural areas and is mostly dependent on subsidies and assistance

enormous numbers of semi-formal and informal intermediaries exist.

from governments or donors.

In India alone, there are believed to be 1.43 million rural ‘self help
groups’ or grass-roots financial institutions, which are savings-based

The informal sector is characterised, in general, by social structures, indi-

and credit-linked to some 36,000 bank branches. In China, more than

vidual operators, ease of access, simple procedures, rapid transactions,

100,000 rural credit co-operatives have been counted. In Latin-America

and flexible loan terms and amounts. It includes local member-based

and Africa, the number of these types of institutions is more limited,

organisations such as rotating savings and credit associations and self-

both absolutely and relatively (Seibel, 2004).

help organisations. Individual informal moneylenders are also widely
found in developing countries, although they are more prevalent in some

The different types of financial intermediaries serve specific market

countries (such as India) than others (such as China). There are many

segments and offer a range of services, as figure 4 demonstrates.

types of informal moneylenders, including pawnbrokers, shopkeepers,

“Small and medium sized enterprises can

The World Bank believes that one of the

international development organisations

add a massive contribution to economic

most important factors in broadening

and commercial banks. We stimulate this

growth in developing countries. But with-

access to finance is the creation of local

development by investing in local banks

out access to financial services, they lack

capital markets. This will decrease the

and support the creation of greenfield ope-

the means to create goods and innovations

dependence of developing countries on

rations, such as microfinance institutions.”

that are crucial for achieving this growth.

cross-border lending from
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Next to these institutions, international remittances and in-country fund

For these reasons, financing rural areas is perceived to be more costly

transfers are also important structures for providing financial services to

and risky compared to urban financing. Therefore, commercial banks

the poor. Remittances to developing countries from overseas residents

tend to focus on urban areas or “cherry pick” from a limited number of

and non-resident workers are estimated to have reached US $126 billion

the larger rural clients. In some cases, banks open branches or windows

in 2004 (World Bank, 2005). The actual figure is probably considerably

in rural areas to collect savings that are then either invested in larger

higher, because funds transferred through informal channels have not

urban clients or even government bonds and treasury-bills. Thus,

been included. In-country transfer services are also important, especially

money is taken out of the rural area as opposed to being re-invested in

for rural families supported by a member working in the urban economy.

rural businesses to stimulate development.

However, remittances and in-country transfer services, in general, do not
contribute much to economic development, since largely is used for

In addition to high costs and risk, commercial urban-based banks are

consumption purposes instead of investment.

also hesitant to provide financial services to rural areas because they
lack the necessary agricultural expertise. This lack of knowledge leads to

The provision of financial services in rural areas

mismatches between loan purpose, cash flow and loan duration, the

In developing countries, 60-80% of the population lives in rural areas

main causes of poor loan portfolios. Another problem is that institutions

which are widely dispersed. Physical, institutional and IT infrastructures

in rural areas sometimes grant loans based on social criteria rather than

are barely developed and the wages and education levels are low.

economic criteria. Credit worthiness in these situations is not sufficiently

Agriculture is the main activity in rural areas. Only a small number of the

taken into account. Banks may even sometimes be directed to provide

farms are commercially oriented; the greater part consists of subsistence

loans though it is known in advance that recipients are not able to

and semi-subsistence farms.

repay them. In this way, the loan acts as a channel for subsidies. This,
together with debt forgiveness schemes, does a lot of harm to the

The rural non-farm economy plays an important role for wealth creation

understanding of banking.

and well-being across countries. In many developing countries, small
rural households with small plots of land earn more than half of their

The role of the government

total income from non-farm sources. This is as a result of the fact that

In previous decades, governments in many developing countries have

many rural families need to diversify their sources of income and

taken ownership of banks, either deliberately or indirectly, as a result of

employment in view of increasingly smaller parcels of land, low agricul-

bank crises. In rural areas, governments often felt that it was important

tural productivity, volatile weather conditions and soil erosion.

to step into this market because of a lack of private interest and the

Figure 4: Financial landscape in developing countries and emerging economies

More sophisticated
ﬁnancial services for MCEs
Standard ﬁnancial

Commercial banks
High
Middle

Agricultural banks
Savings banks

services for SMEs
Microﬁnance

Development banks

Low income

MFIs
Credit unions

services for MSEs
Grants

Credit co-operatives
Economically active poor

Oﬃcial poverty line
Extremely poor

Low-capital banks
NGOs

enterprises;

Moneylenders

SMEs: small and medium

NGOs
Governments

Source: Economic Research Department, Rabobank Nederland (2005)

MSEs: micro and small

Self help groups

size enterprises; MCEs:
medium size and
corporate enterprises.
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Participation of governments in these banks can also have political

Constraints to financial services in rural areas

implications. Governments might consider debt forgiveness at election
time. This does irreplaceable harm to the image and perception of

•
•
•

Dispersed demand for financial services due to low levels of economic

banking, since customers are not stimulated to repay their loans.

activity and population density.

Furthermore, banks with government participation are often unable

High information and transaction costs linked to poor infrastructure and

to arrange for their own funding through access to capital markets,

lack of client information.

deposits and savings, and must seek assistance from the government.

Weak institutional capacity of rural finance providers related to the

This dependence can lead to unexpected changes as the political

limited availability of educated and well-trained people in smaller rural

focus shifts.

communities.
•
•

•

•

Crowding-out effect of subsidised and/or directed credit from state-

Last but not least, in many countries the government has often used the

owned banks or donor projects.

large pool of savings from the rural and urban communities in order to

Seasonality of many agricultural activities and long maturation periods

finance budget deficits. However, savings should be used as a financial

for others, resulting in variable demand for savings and credit, uneven

resource for investment in micro enterprises and SMEs on a local level.

cash flow and lags between loan disbursal and repayments.

The consequence of such budget deficit funding is that it is at odds

Risks linked specifically to farming, such as variable rainfall, pests and

with the development of the SMEs and micro-enterprises, which form

diseases, price fluctuations, and small farmers’ poor access to inputs,

the backbone of these economies. To some extent, such a “credit

advice, and markets.

crunch” has been more or less removed by donor funds.

Lack of usable collateral due to ill-defined property and land-use rights,
costly or lengthy registration procedures, and poorly functioning judicial

Mixing social, political and economic criteria within a financial institution

systems.

(owned by the state) may lead to a misallocation of scarce resources
and poor loan recovery rates. Ultimately, it stunts a healthy market-

Source: CGAP, 2003

oriented financial sector development. The governments’ involvement

importance of agriculture for the country. This has often led to rural banks

in banking and the on-going trends of liberalisation and globalisation

that are not only involved in banking, but also in agricultural activities

of financial markets call for different roles and responsibilities of

such as the distribution of seeds and fertilisers. These kind of activities may

governments and the private sector.

take away from the focus on banking, for example, in times of sowing.

“Access to financial services is a powerful

entrepreneurial energy. By “we”, I mean

especially Rabobank, have thrived by

means of achieving the UN Millennium

both the public and the private sector.

spreading financial services to every corner

Development Goals. By providing the poor

My development policies are entirely geared

of the Netherlands. In our time, the

with access to crucial financial products

towards creating the right institutional

challenge is to take the next step in that

such as loans, savings accounts, insurance

conditions for a healthy financial sector.

fruitful journey by reaching out to the

and remittances, we can unleash their

In the past, Dutch commercial banks,

remotest corners of the developing world.”

Ms. Agnes Van Ardenne, Dutch Minister for Development Co-operation

“Providing financial services to the poor:
part of the core business of commercial banks”
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Alternative financial
institutions
Since the 1950s, both the public and private sector have made efforts

By the 1980s, numerous institutions in many developing countries

to provide financial services to the poor. The success of the Marshall

were providing microcredit. However, a business model based on credit

Plan in the reconstruction of Europe after World War II inspired the

alone limited the radius of action with respect to funding, financial

newly-emerging multilateral and bilateral donors to use capital transfer

sustainability and outreach of credit institutions. The importance of

as the main instrument of development. Large targeted and subsidised

domestic resources and savings potential of the poor and non-poor is

credit programs were designed and implemented mainly through

one of the great rediscoveries during the 1980s. Microcredit was

state-owned specialised development banks and private commercial

extended to microfinance, comprising not only loans, but also savings,

financial entities.

insurance, transfer systems and other financial products targeted at
low-income clients. This has become the foundation of strong growth of

Despite the substantial efforts and best intentions, the results were

the (still few) microfinance institutions (MFIs), among others Bank Rakyat

generally poor. The combination of reliance on external resources and

in Indonesia, Grameen bank in Bangladesh and Bancosol in Bolivia

heavily subsidised interest rates resulted in the misallocation of scarce

(Robertson, 2001).

financial resources, red tape and a rising burden of external debts not
matched by increased productivity. It should be concluded that this

Toward the end of the 20th century, many financial markets in

supply-led (credit push) and top-down approach is not effective for

developing countries and - especially - emerging economies improved

stimulating productivity increase, employment or access to financial

significantly. Financial sector reform resulted in heightened market

services.

determination of interest rates, higher investment efficiency, increased
banking competition, and a wider offering of financial products.

Microfinance movement

However, most of these changes had positive effects only in urban

A few early pioneers - such as the Badan Kredit Desa village banks and

markets. Rural financial markets generally remained underdeveloped,

the Bank Dagang Bali in Indonesia, Grameen Bank in Bangladesh, and

shallow and non-competitive. This duality in financial sector development

various NGOs, credit unions, and co-operatives in a variety of countries -

resulted in limited growth and dynamism of the rural sector and raised

led the way in developing access to credit for the under-served through

policy concerns about income distribution and balanced economic

microcredit. During the 1970s, these institutions developed lending

growth (Wenner & Proenza, 2000).

methodologies suitable for low-income clients in mostly urban and
sometimes rural areas, demonstrating that microcredit could be delivered

Categorisation of alternative financial institutions

with a high recovery rate. The institutions provided loans to poor

Over the centuries, many different kinds of informal, and, in recent

entrepreneurs for investment in micro and small businesses, enabling

decades, semi-formal financial intermediaries were created specifically

them to generate and accumulate assets, raise household incomes,

to serve the part of society that is ignored by the formal financial sector.

and improve family welfare, as well as the social and economic status

Among these are credit co-operatives, state-owned development banks

of women.

and the above-mentioned MFIs. Together, they can be referred to as

Alternative ﬁnancial institutions
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alternative financial institutions (AFIs). Mostly, they seek both financial
and social returns, as opposed to seeking profit maximisation.

Alternative financial institutions

Regulators and supervisors often do not consider these alternative
institutions as part of the financial sector, which results in supervision

•

Specialised microfinance institutions (MFIs): These MFIs are organised

being not only less rigorous but also qualitatively inferior to the

as non-governmental organisations or officially licensed non-bank

supervision applied to commercial banks (CGAP, 2004).

financial institutions. They are usually credit-focåused, using strikingly
successful new techniques for making and recovering small

Some specific differences distinguish MFIs from the other institutions.

un-collateralised loans. Deposits are often limited to obligatory cash

The original focus of MFIs was strongly on the poor, not just lower-

collateral for loans.

income clients or the unbanked, as it was for the other institutions.

•

Commercial bank MFIs: A number of specialised MFIs have been

Furthermore, most MFIs started with providing microcredit to their clients

transformed into commercial banks. A number of commercial banks

and did not pay much attention to savings. Because of this initial focus

have created specialised microcredit programs or departments in

on lending, as well as legal constraints, MFIs have been more oriented at

addition to their more conventional operations.

providing credit than providing good voluntary deposit services.

•

Financial co-operatives (including credit unions): This category
embraces a wide range of member-owned savings and loan institutions.

Alternative institutions serve a majority of the population

Financial co-operatives tend to be relatively small, since membership is

The AFIs represent a vast infrastructure and clientele: The Consultative

usually based on some “common bond”, such as employment at a

Group to Assist the Poor (CGAP) has estimated that the total number of

company or residence in a village. Healthy ones focus more on savings

savings and loan accounts exceeds 750 million . In many countries, a
4

large proportion - often the majority - of the population using financial

than on credit.
•

Low-capital rural and/or local banks: Several countries offer a special

services get them from these institutions. For example, AFIs’ share of the

license for small, locally owned, non-co-operative financial intermediaries

total financial system accounts is 53% in Bolivia, 65% in Ivory Coast, and

(e.g. Philippine Rural Banks and Indonesian BPRs). Some of these

77% in Burkina Faso. A substantial proportion of these institutions’

institutions are owned by individuals, others by a combination of local

clients is expected to be poor or near-poor, although reliable data are

and regional governments. These banks usually remain small-scale in

not available.

comparison with other regulated financial intermediaries in a given
country.

Financial services for the poor are usually associated with microfinance

•

State development and agricultural banks: In order to reach sectors

institutions. However, only about 18% of total AFI accounts are in MFIs;

that commercial banks serve insufficiently, many governments have

government-owned institutions account for the vast majority (see

established, often large, state-owned banks to promote agriculture or

figure 5). This is not surprising, since four-fifths of the accounts reported

other perceived development priorities. Many of these banks focus

are savings accounts and many MFIs are credit-only institutions.

more on credit than on savings, making them particularly susceptible to

When looking only at credit services, MFIs account for about 33% of the

political interference. Governments have often been willing to subsidise

number of loans in the regions, and 57% if China and India are excluded.

continuing losses in these institutions.
•

Postal savings banks: Many countries take advantage of their wide-

The vast majority of savings and loan accounts originate from Asia,

spread postal infrastructure to provide financial services. These services

especially China and India. These two countries alone have 65% of AFI

are usually limited to savings and payments/transfers. Account and

accounts in Asia and more than half of all such accounts world-wide.

transaction sizes tend to be quite small.

In comparison with their respective regional populations, the number

•

Non-postal savings banks: This category includes both private and

of AFI accounts is high in Asia, and low in Africa, Latin America, and

public institutions, of which the latter are often very large. Some of these

Eastern Europe / Central Asia.

savings banks have loan portfolios, but most of their loan assets are in
large investment loans rather than small retail loans.
Source: CGAP, 2004

4) The number of active clients is less than the number of accounts because clients have
multiple accounts in one or several institutions, and many savings accounts are inactive.
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Impact on poverty alleviation and economic growth

The breadth of outreach - providing access to as many people as possible

In many regions of the world, financial services for the poor have

- gives an indication of the impact of the AFIs on poverty alleviation in

helped to increase income, build viable businesses, and reduce their

the world. According to speculative estimates of CGAP, AFIs actively

vulnerability to external shocks. It has also proven to be a powerful

serve about one of every six potential clients, while one out of three

instrument for self-empowerment by enabling the poor, especially

actually has access to the services provided. This would mean these

women, to become economic agents of change. Numerous case

institutions may still fail to reach two thirds of the un-banked population

studies exist on how MFIs and financial co-operatives in particular

they were created for.

have contributed to improving the livelihood of their clients.

Major obstacles identified
In India, for example, SHARE (Society for Helping to Awaken Rural Poor

In order to have an enduring positive impact on poverty alleviation and

through Education) is one of the fastest-growing MFIs globally, serving

economic growth, AFIs first have to overcome many obstacles. Many of

about 400,000 clients. It provides financial services to poor women in

these financial institutions have to contend with difficulties arising from

the state of Andhra Pradesh for viable productive income-generating

their organisational form or lack of adequate funding. They often do not

enterprises. An impact assessment study conducted in 2002 demonstra-

generate enough revenue from clients to cover the costs of delivering

ted that 76% of SHARE’s mature clients (who remained with SHARE for

their financial services. Without continuous subsidies from governments

more than two years) experienced significant reductions in poverty, and

and donors, these institutions will de-capitalise, and eventually disappear.

one-third are no longer in the category of the poor.

But even with these capital injections, money inflow is almost never
large enough to meet demand. Due to their small scale and high opera-

Another successful institution is FINCA (Foundation for International

ting costs, high transaction costs are often imposed on customers.

Community Assistance), that has started village banking groups in 23
countries in Latin America, Asia, Africa and Eastern Europe. These groups

Furthermore, state-owned financial institutions are often known to pro-

consist of 50-100 members who provide each other with loans and

vide inferior service, be highly inefficient, and generate large continuing

savings. Members of the village banking groups guarantee each others’

losses. Debt forgiveness schemes used in the past have aggravated the

loans and run a democratic organisation. The FINCA method has benefi-

issue of non-repayment. Next to the above mentioned high transaction

ted its clients to a large extent. In El Salvador, for instance, the weekly

costs, common problems also include unnecessarily rigid, one-size-fits-

income of FINCA clients increased on average by 145%.

all savings and loan products, inaccessible and unreliable account
information, and impersonal treatment.

Despite these optimistic success stories, however, one cannot conclude
th but in most cases were not yet able to move beyond this point and

The MFIs that stem from NGOs, often do not have a banking license and

provide the more sophisticated financial services and network support

are thus not allowed to provide the whole range of financial services.

the clients need to expand their businesses.

When the businesses of their clients expand, their needs in financial

Figure 5: Total savings and loan accounts in AFIs by institutional type
Postal banks

48%

MFIs

18%

Credit unions and co-ops

5%

Note: these figures do not include

Community banks

3%

(non-postal) savings banks, for which
the number of accounts is unknown.

State/agricultural/
development banks
Source: CGAP, 2004

26%

These savings banks have a large
number of very small accounts.

Banking in developing countries
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not sufficient to satisfy these needs. When there are no financial

The challenge: create a sustainable financial
environment

institutions available to offer the necessary range of financial services,

Creating a sustainable financial environment is not an end in itself.

the development of the SME sector is stifled, thus hampering vital

It is the only way to reach significant scale and impact far beyond

economic development. In this scenario, the SME sector is left stranded,

what donor agencies and governments can fund. Achieving financial

precisely when it is most needed for economic development, and for

sustainability means reducing transaction costs and offering better

employment generation. Moreover, the MFIs may lose their best clients,

products and services that meet client needs. This will allow the

putting the continuity of the institution at stake.

continued operation of the finance provider and the ongoing provision

services change. The limited service package of MFIs in many cases is

of financial services. Because the rural and urban economies are strongly
A challenge that nearly all the institutions face is the lack of scale for

interrelated, they should be integrated in the same financial system in

applying modern banking techniques related to issues such as information

order to achieve long-term economic growth.

technology, management information systems, customer relationship
management, risk management and access to financial markets, which
is needed for effective financial mediation to large groups of clients.
A final, yet crucial issue, is that even though AFIs were specifically
established to reach the un-banked population, most rural areas are still
left in the dark. The AFIs encounter many of the same difficulties the
formal financial sector faces in rural areas, such as a widely-dispersed
population, poorly-developed infrastructure and specific client needs in
the agricultural sector. Without sufficient financial services that can meet
the enormous demand, the rural areas will remain underdeveloped and
inequality between urban and rural economy will rise even further.

Figure 6: Total savings and loan accounts in AFIs by region
Sub-Saharan Africa
East Asia & Paciﬁc

Note: these figures do not
include (non-postal) savings

Sub-Saharan Africa

4%

East Asia & Paciﬁc

17%

Europe & Central Asia

3%

banks, for which the number

Europe & Central Asia

5%

Latin America & Caribbean

2%

of accounts is unknown.

Latin America & Caribbean

3%

7%

These savings banks have a

Middle East & North Africa

13%

South Asia

17%

Middle East & North Africa
South Asia
Source: CGAP, 2004

4%
48%

Figure 7: AFI accounts per 100 people

36%

large number of very small
accounts.

Source: CGAP, 2004
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Addressing
the challenge
Five years after the adoption of the Millennium Declaration, opinions

developing countries. Those who have operated with a supply-led

differ as to whether the international community is on track with tackling

approach in past decades, have to reconsider their role in a demand-

poverty. Differing proposals and recommendations exist as to how to

driven market. They can provide investment to help developing countries

achieve Millennium Development Goals (MDGs), in particular the goal

get out of the poverty trap by supporting and promoting the structure

of poverty alleviation. However, there is a general consensus that, to

and development of the financial system.

achieve the poverty targets within 10 years, strong global co-operation
and substantial commitments are needed from both the public and

Private financial intermediaries can act as a driving force in providing

private sector, including the financial sector.

access to financial services related to economic development and
growth. Many alternative financial institutions have focused on supplying

Redefining the roles of public and private sector is crucial

services to target groups without sufficiently taking into account the

Increasing access to financial services for the poor, especially micro-

continuity of the institutions and/or the real market demand for a

enterprises and SMEs, can have a positive impact on economic growth,

package of financial services. In order to meet this demand, the

while alleviating poverty. Developing countries therefore have to

development of sustainable financial institutions and a healthy financial

fundamentally restructure their financial sector in order to effectively and

environment needs to be the ultimate goal.

efficiently facilitate economic development. This is a crucial factor in
benefiting from market opportunities that arise from the ongoing process

It is crucial to consider that government, donors and the private sector

of globalisation. The government needs to reduce its ownership role in

all have different roles, interests and capabilities with respect to the

banking and consider creative ways to use the private financial sector in

financial sector. Without redefining the roles and creating a synergy

achieving the MDGs and focus on its agenda as infrastructure provider

between the different partners, co-operation to achieve economic

and regulator. Donors provide resources and technical assistance to

growth will lead to sub-optimal solutions.

“Access to affortable finance leads
to competitive coffee prices.”
“The coffee co-operative Oro Verde has 450 members that produce
15.000 bags of coffee a year. Before we organised ourselves in a
co-operative, we depended a lot on the middlemen and small
traders that bought our coffee at a very low price and did not
differentiate between qualities. Going to a local bank is no option

Addressing the challenge
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Government responsible for stability and regulation

Effective financial service delivery will require a form of consolidation for

As indicated in chapter 2, governments are often not effective in direct

many MFIs, credit unions and co-operatives. Financial institutions need

credit delivery, and should not be involved in banking activities. The

to develop to a sufficient scale in order to be able to provide appropriate

government’s primary role should be to ensure macro-economic stability

services for all their members and/or clients. This can be accomplished

and a conducive legal and regulatory environment: laws with regards to

in the form of co-operation within a network structure and/or mergers,

collateral, titles to land, financial institutions, governance issues, and

which creates significant players in the financial market. In that way,

policy instruments that stimulate desired development objectives.

co-operatives can benefit from each other’s expertise and knowledge,

These are essential prerequisites in the development of financial services.

combine their infrastructures, employ professional staff and obtain

Government financial policy instruments should only be used to ensure

access to financial markets. The experience with rural banking in the

and/or improve access to financial services. These instruments should be

Netherlands has proven that the decentralised co-operative system can

based on cost- or risk-sharing arrangements with financial intermediaries,

be very successful in achieving economic development.

but can never take over all the risks, as that would reduce the incentives
for the financial intermediary to fully recover the loan.

However, we should acknowledge the fact that the different institutions
all have their own history, culture and motives. The small-scale operations

Co-operation is the basis of continuity

allow the clients and members to be directly involved and feel committed.

The general picture so far has been that financial services for the poor,

Telling these people to change their organisational structure and

despite their extensive outreach, are fragmented and not well-integra-

behaviour would mean denying their original motives for organising in

ted into the mainstream financial system. As has been concluded in the

the first place. The key therefore is not to impose, but to convince the

previous chapter, many institutions do not generate enough revenue

key decision-makers that consolidation and/or integration is the best

from clients to cover the costs of delivering their financial services.

way to ensure the continuity of the institution. In many countries,

They need continuous subsidies from governments and donors to be

governments encourage this process by increasing the required capital

able to continue serving their clients.

base for financial institutions.

Sr. Hiderico Bocangel Zavala, general manager of Cooperativa Agraria cafetalera Oro Verde in Peru

for us, we are small farmers and cannot offer the collateral the

By having access to pre-financing of our export, we are now able

banks require and pay their very high interest up to 35% p.a.

to compete and offer our members at least the same price for the

Therefore it is a great support that Rabobank Foundation came

coffee and at the end of the year a premium, so they receive more

in two years ago. They give us the opportunity to borrow at less

for a beautiful product.”

than one third of the price with more flexible conditions.
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Rural bank approach

current accounts and insurance. For some of these products it can act as

Many financial institutions in the rural areas of developing countries

an agent for a third party such as an insurance company. This approach

were agricultural banks. These have shown little sustainability or conti-

enables the financial intermediary to effectively carry out client risk

nuity, exhibiting high risk-exposure, high transaction costs and ineffecti-

management instead of product risk management, while using its infra-

ve product delivery. World-wide, many of these banks have either

structure in an optimal way.

merged into full-service banks or have gone bankrupt. To achieve financial sustainability, a rural bank needs to operate its product distribution

Effective product delivery, especially in more sparsely populated areas,

on a geographical basis, in which it tries to match the demand of all

requires cost efficient solutions. Product delivery needs to be brought

potential customers living within the area of a branch. This means that

close to the customer. This can be done in the form of mobile units or

financial services need to be provided to private persons, micro-enter-

one team operating through several outlets. Back office should be

prises, farms as well as to SMEs. In this way, a bank uses its distribution

focused on achieving at least cost, while ensuring the highest level of

network to the full extent for a wide range of customers and is able to

accuracy. Many rural banks work primarily through branches, while in

spread its risk over all the potential available market segments, thereby

many cases it is more effective to have fewer of these full-service

mitigating sector risks. If it operates on a national basis it also mitigates

branches, but more outlets for product delivery that are linked to the

regional risks. Furthermore, a financial intermediary involved in rural

branch. This will reduce back office and control costs, while branches

retail financial services delivery should be able to provide all the finan-

with sufficient size can employ professional bankers.

cial services that this type of client requires, such as credits, savings,

Case study: Co-operative banking in the Netherlands
In the last quarter of the nineteenth century, there were hardly any

and, finally, local autonomy, but with a simultaneous affiliation to a

banks in the rural areas of the Netherlands. Farmers were also unable

co-operative central bank. At first, two central banks were establis-

to obtain credit from the banks in towns, because banks assumed

hed, but in 1972 these organisations together with their respective

that the risks were too great. The banks were mainly engaged in the

member banks merged into one co-operative bank: Rabobank.

financing of trade, and the needs of the rural community were basically an unknown entity. Quite often, farmers were solvent but simply

Possibly the most important step in the development of the

did not have enough easily accessible liquid assets. What capital they

Rabobank has been the recognition that, for some issues, scale is

had was tied up in the business. To address their growing need of

required, and that a network is essential for developing the instituti-

business loans and to bridge the discrepancy between one harvest

on. Another essential element has been that from the start the co-

season and the financial needs of the entire year, farmers had to

operatives were able to operate as banks, which enabled Rabobank

appeal to traders or shopkeepers out of sheer necessity. They were

to develop along with its clients and adapt its products based on cli-

often compelled to pay extortionate interest rates. Moreover they

ent needs. Knowing and growing with the client have been impor-

often found themselves unwillingly dependent on these external

tant factors in the very high loan recovery rates the organisation has

sources of credit.

always achieved. This, in turn, resulted in competitive interest rates,
which greatly benefited the client.

To combat these difficulties, the first local co-operative banks were
established in 1896 and within 4 years the number of banks had

For the first 70 years of its existence, Rabobank was, for a large part,

grown to 1,100. The five main principles of these banks were: the

the only bank in rural areas. Because of its focus on rural clients,

unlimited liability of the members, management by unpaid volun-

Rabobank has greatly contributed to the diverse rural economy in

teers, the reserve of profits, the geographically limited working area,

the Netherlands.

Addressing the challenge
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Market focus best secured through majority ownership

Evidence shows that maintaining the market focus of a financial institu-

A crucial issue in ensuring the continuity of rural based financial institu-

tion with a dedicated rural orientation is best secured through majority

tions is the question of ownership. Especially in NGO MFIs, it is often

ownership by local stakeholders/clients themselves. This can be

unclear who is entitled to the institution’s profits and responsible for its

achieved in several ways, such as agricultural co-operatives or primary

losses. Many of these emanated from credit schemes in projects execu-

and civic societies. In this scenario, however, the majority of clients will

ted by donors and the international development community, and were

only indirectly be stakeholders in the rural bank, so they will not feel

based on social needs, justice or equality objectives. For those that have

directly responsible for its continuity. Furthermore, transparency in

grown into successful financial intermediaries and have started opera-

granting credit to the major stakeholders may be jeopardised, as their

ting in a more businesslike manner, this lack of a clear exit strategy for

influence on the credit cycle may lead to poor credit decisions.

original sponsors creates uncertainties about future mission and market

Therefore the most preferred option is to make as many clients as

focus. Similar issues apply to the privatisation of state-owned banks with

possible shareholders of the rural bank. As each client has only a small

a large network of branches and outlets. Many public and semi-public

stake, no undue influence can be imposed on the operations of the

institutions sold to the highest bidders in developing countries have

bank. At the same time, clients have a direct stake in the institution, so

been downsized in terms of service delivery. As a result, they have

peer pressure at local level can be an effective means of loan recovery.

become effectively urban-based commercial banks that cater to the

In principle, this is possible for both a one-tier organisation with branches,

upper end of the market.

as well as a two-tier organisation with a central co-operative and local
banks. The operations should be based on the highest possible efficiency
and effectiveness model, while the institutional structure needs to
be based on adequate bottom-up influence, control and adequate
information exchange.

Case study: Reforming the co-operative system in China
China has more than 32,000 rural credit co-operatives (RCCs), most of

bank has a number of banking outlets falling under the responsibility

which were set up in the early 1950s in which farmers voluntarily

of the branch. At the provincial level there is a Provincial Rural

hold shares. These co-operatives intended to serve farmers who elec-

Co-operative Union that acts as the apex organisation for the district-

ted their leaders. But afterwards, most of the co-operatives became

based local banks. At the initial stage, they operate as a representative

the grass-roots of state-owned banks and lost their advantages to

organisation and perform a control function for the local banks.

serve farmers. In the past decades, China’s four state-owned commer-

Increasingly, they are also developing a service function for the local

cial banks, have withdrawn from most counties and rural areas to

banks in areas such as product development, IT systems, payment

re-focus on more profitable operations in big cities. This has left the

services, treasury, etc. A few have already started with a so-called

burden of financing agricultural needs to rural credit co-operatives,

‘own incoming generating function’, dealing with corporate banking,

which were already in dire straits because of their low efficiency and

corporate finance, etc. One has already developed into a true apex

poor management. Through reform, the Chinese Government is

bank and others are expected to follow.

attempting to let the former RCCs play a vital role in the rural economy and help tackle problems that caused rural areas lag behind.

The trend at the provincial level is to develop a two-tier co-operative
banking system with all the local banks operating in one network.

Although the speed of reform and precise structure vary from provin-

Some strive, over time, towards a fully consolidated system with one

ce to province depending on the economic development, a number

balance sheet. Issues like adequate market share and an integrated

of main characteristics can be identified. The RCCs and RCC Unions at

one system approach are being recognised as important aspects for

district level are consolidated and transformed into a local bank with

long-term continuity.

a full banking license. The co-operative shareholders include staff,
private citizens and enterprises (SMEs and farms). One district local
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A viable alternative: supply chain finance

economically active poor. From the perspective of contributing to

Banks are not always in close proximity to potential clients in rural areas.

economic growth, it is, therefore, essential that financial intermediaries

If there is no bank, an alternative method for farm financing is supply

focus on the whole range of economic activities, including SMEs.

chain finance. For finance providers, the risks or costs involved in finan-

These can provide employment for the poor, thus generating stable

cing small- and medium-sized farms are often considered too high.

incomes for families and preventing further urban migration.

Therefore, traders, agribusinesses and farm input suppliers could play a
role in financing farmers. Specific characteristics of supply chain finan-

To conclude, the best solution towards developing sustainable financial

cing schemes are:

institutions in the poor rural areas, is an integrated rural bank approach.

- They are product-based instead of based on the financing needs of

This restructures the financial institutions in rural areas into a rural

the farmer as an entrepreneur;

finance network. To meet financial sustainability in terms of profit, cost

- The product’s buyer, i.e. the processing or marketing company, is the

efficiency, risk management, capitalisation and growth, the rural finance

key player in the supply chain finance structure, as they ultimately

network needs to be of sufficient scale and have a large branch density.

control the cash flow backwards and forwards;

It should serve all sectors, with a portfolio tailored to the needs of its

- In most cases, farmers do not receive cash but inputs in kind, such as
fertilizer, seeds, pesticides etc.;
- Risk-sharing arrangements need to be arranged for all beneficiaries of

customers. An alternative solution (intermediary approach) is to develop
and organise a supply chain finance structure to increase financial
services, particularly to small enterprises and primary producers. This

the scheme: processors, farmers, input suppliers and the financial

comprehensive arrangement confers relevant rights and obligations of

intermediary;

costs, revenues and risk to all parties involved.

- The enabling environment needs to be conducive with respect to
contract enforcement, land titling, etc.

The challenge of creating a sustainable financial environment cannot be
addressed by the financial sector alone. The approaches that have been

The limitation of supply chain finance is that is does not finance the far-

described can only be successful if governments, donors and financial

mers as entrepreneurs, but only the particular product (crop or animal/

institutions all play a key role.

milk) that the farmer grows. Most of the financing is short-term instead
of medium-term, which in many cases is essential for improving product
quality and growing the business. When a full range of regular bank
financing is available, supply chain finance is often superfluous.

Focus on all economic activities stimulates development
Access to financial services is the backbone of rural and economic
development. Without a well-functioning financial system, neither aid
nor local entrepreneurship can create the right conditions for long-term
economic growth. A financial system that can provide the full package
of financial services to the poor, will result in a more stable income flow
and enable them to be better equipped for adversities. In the most ideal
situation, providing financial services to micro-entrepreneurs will enable
them to expand their businesses and create employment which ultimately
results in a strong reduction of poverty, and this contributes to economic
development. However, this is only true for a small portion of the

Rabobank in developing countries
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Rabobank in
developing countries
Rabobank was founded in the Netherlands more than a hundred years

unique strength lies in combining financing in the form of donations,

ago as a co-operative bank providing access to financial services for

loans or equity participation; and in sharing knowledge and expertise

small farmers and offering a secure option for savings to the local

with banks and co-operatives. Rabobank believes that establishing long-

community. Today, the Rabobank Group is comprised of approximately

term relationships are essential for achieving development, and these

280 independent local co-operative banks in the Netherlands, the

relationships should be based on co-operation and partnership, instead

central organisation of Rabobank Nederland, and various national and

of merely one-way assistance.

international subsidiaries. The Group operates as a full-fledged finance
bank, which focuses on all potential retail and wholesale customers.

Based on its many years of experience, Rabobank has developed an

The Rabobank Group has 9 million customers, of which 1.5 million are

integrated concept of sustainable rural financing in developing countries.

members, ranking among the 15 largest banks in the world, based on

Last year, it launched the Rabobank Development Program (RDP), which

Tier-1 capital, and is the market leader in retail banking in the

brings together the various activities of Rabobank in this field. While

Netherlands. It also has the highest credit rating available (AAA), awarded

many of the activities in this programme have already been pursued by

by various international leading rating agencies.

Rabobank for a long time, RDP’s launch has consolidated the activities
and introduced new initiatives. Besides the RDP, Rabobank International

Because of its roots in agriculture, Rabobank still has an 85% market

and Rabobank’s subsidiary, Interpolis, are also active in developing

share in this sector in the Netherlands. It is also the major player in

countries in various fields.

financing SMEs (39%) and private savings (39%). In the international
environment, Rabobank’s goal is to be the best Food & Agribusiness

In addition, Rabobank participates through its different departments in

bank, with a strong presence in the world’s major food and agriculture

international platforms and partnerships concerning the challenge of

countries. To this end, Rabobank capitalises on its decades of experience

economic development in developing countries. For instance in 2004,

in agricultural and rural financing in the Netherlands.

Rabobank signed an agreement with the Ministries of Foreign Affairs,
Economic Affairs and Finance, other Dutch banks (ABN AMRO, ING,

The driving force behind the Rabobank Group has always been to create

Fortis) and FMO (the Netherlands Development Finance Company) on

opportunities for individuals and organisations to participate fully and

the transfer of financial expertise to developing countries. In what is

independently in economic activities. In the last decades Rabobank has

referred to as the Netherlands Financial Sector Development Exchange

pursued this goal outside the Netherlands through its numerous initia-

(NFX), members pool their expertise to encourage the financial sector in

tives to stimulate development in developing countries. Rabobank’s

developing countries, since an efficient financial sector is very important

Figure 8: Rabobank Development Program

Rabobank Development Program (RDP)
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for the economic development of those countries. This collaboration

Rabobank Foundation

enables the Dutch financial sector and the government to apply their

In 2004 the Rabobank Foundation celebrated 30 years of enhancing rural

expertise with good results.

welfare, empowerment and income by assisting recipient organisations
to develop into sound financial institutions. The Foundation supports

Rabobank Development Program

an average of a hundred projects per year spread over more than 50

The RDP is based on the principle that people take responsibility for their

objectives by supporting promising co-operatives or member-based

lives and are motivated to find the right financial services that will fit

organisations. It also offers support for the development of microfinance

their needs. The activities of the RDP are intended to provide access to

institutions. The Foundation can support foreign projects in a variety of

financial services for farmers, small and medium-sized entrepreneurs in

ways, by providing grants for institutional development, loans in local

developing countries. Rabobank will share its knowledge and expertise

currency for microcredit schemes, guarantees, and participations in risk-

with financial institutions in numerous developing countries. In doing

bearing capital. In addition, the Foundation makes its expertise in the

so, Rabobank will make a direct contribution towards enhancing the

field of co-operative banking available in the form of on-site technical

economic independence and prosperity of these target groups.

assistance. Trade finance can also be provided, such as the financing of

The RDP comprises three pillars (see figure 8): the Rabobank Foundation,

commodities.

countries throughout the world. The Rabobank Foundation pursues its

Rabo International Advisory Services BV (RIAS) and Rabo Financial
Institutions Development BV (RFID).

Case study: Promoting farmers’ co-operatives in Indonesia
In early 2003, Unilever Indonesia, Rabobank International and the

sell to Unilever; though a successful co-operative means they are

Rabobank Foundation began an initiative in Indonesia to improve

empowered to make their own decisions on the sale of their crop.

local livelihoods. The groups worked together to build a sustainable

Farmers benefit from ongoing support in setting up and running a

and high-quality supply chain for black soybeans for Unilever’s local

collective organisation and many are now able to put money aside to

soy sauce factory. This initiative aims to empower the local community.

invest in their business. They improve their technical skills through a

The Rabobank Foundation has accepted the challenge of organising

three-year training from the Unilever Foundation.

the farmers’ co-operatives to grow soybeans, developing business
systems and training local farmers in financial management. Unilever

Since its launch, the initiative has been very favourably received.

Indonesia provides high-quality black soybean seeds and commits to

Both members and non-members are encouraged by their own

buying the harvest, while Unilever’s Uli Peduli Foundation provides

experiences and tangible benefits to their communities. Many small-

educational services through the Gajah Mada University.

holders have now adopted new farming methods, and have seen
their yields swell by a third. Farmers are now voluntarily working

The initiative also encourages the development of new co-operatives.

together, spurred by increased income levels and the intangible

Farmers seeking to form a new co-operative elect a board. Rabobank

benefits they see. More villagers send their children to school and

Foundation then trains all members in their rights and obligations.

have the funds to provide better healthcare for their families.

Unilever Peduli Foundation provides a ‘soft’ loan (interest-free and in

Villagers are also able to make improvements to their homes.

local currency) to help get the co-operative off the ground.
The co-operative then offers members loans as high as Rp 400,000 to

The way forward

buy pesticides and up to 35 kg of seeds per hectare. Local community

Although it is still early days, the initiative is growing strongly. With

support and peer pressure ensure that the loans are repaid.

more farmers now saving regularly, co-operatives should be financially self-sufficient within five years. The project is set to expand over

The benefits

the next few years, with more beans to be planted and higher yields

This partnership provides farmers with a guaranteed market, and a fair,

expected. Rabobank and Unilever are currently using a similar

guaranteed minimum price for their crop. Growers are encouraged to

approach in Kenya, working together to empower local tea farmers.

Rabobank in developing countries
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The Rabobank Foundation is member of the Netherlands Microfinance

Kyrgyzstan, a feasibility study for rural financial services in Mozambique,

Platform (NMP), in which 15 Dutch organisations are represented that

and the restructuring of the largest coffee co-operative in Brazil.

are active in microfinance (a.o. Novib, Triodos Bank, Oikocredit and

RIAS also provides management for banks that RFID invests in.

FMO). This platform aims to increase efficiency and effectiveness of the
Dutch microfinance offer by joint financing, better internal co-ordinati-

Rabo Financial Institutions Development BV (RFID)

on and knowledge-sharing between its members.

The next, recently launched, logical step in the RDP is to participate with
equity in a rural bank and take joint corporate responsibility in order to

Rabo International Advisory Services BV (RIAS)

create long term continuity. Technical assistance and management

Since 1989, RIAS has offered management advice and technical

support will be provided to these so-called partner banks. RFID aims at

assistance in rural banking, co-operative development and agricultural

creating leading rural banks in about 10 to 15 countries, among them

chain development. RIAS helps to improve the expertise and manage-

China, Tanzania, Peru, India and Mozambique. Selection criteria are the

ment quality of financial organisations in developing countries through

following:

technical twinning and assistance programmes. Using predominantly

• A stable social and political environment in the countries concerned;

Rabobank staff to transfer knowledge, the initiative is now assisting

• Financial intermediaries need to have (in potential) sufficient scale, i.e.

organisations in more than 50 countries. Developmental financial

national coverage or (in large countries) regional coverage by means

institutions, multilateral institutions and governments support many of

of an extensive branch network;

these programmes. The central objective is to increase access to financial
services for small and medium-sized businesses and farmers in rural
areas in a sustainable way in order to improve corporate governance
and to structure co-operatives operationally, institutionally and with
appropriate capitalisation structures. RIAS projects include strategic
advice as well as concrete product and services development for the
Principal Bank for Development and Agricultural Credit (PBDAC) in

• Their mission should include a focus on urban perimeters and rural
finance;
• Institutions should preferably have some co-operative characteristics,
meaning they focus on client value and, whenever possible, a substantial amount of the equity is owned by its clients;
• The bank should have the potential to grow into a modern financial
service provider.

Egypt, technical assistance to an Agricultural Finance Corporation in

Case study: Privatisation of the National Microfinance Bank ltd. of Tanzania
The National Microfinance Bank (NMB) is one of the largest banking

knowledge available is to enable the Tanzanian bank to achieve

institutions in Tanzania (fully-owned by the government) and is

further development, particularly in relation to providing services

currently predominantly an infrastructure for payments, providing

in rural areas and optimising its nationwide outreach. The financial

savings products on only a limited scale. The bank recently began

participation is intended to signal the start of a long-term relationship

offering credit products. The Tanzanian government initiated the

between Rabobank and rural development in Tanzania, one of the

privatisation of NMB in order to maximise the outreach and scope of

world’s poorest countries. Within the context of this relationship,

services of the financial sector in Tanzania.

Rabobank will export its original successful formula of providing
access to financial services to the people as a vehicle for stimulating

Rabobank led an investor consortium of three Tanzanian partners to

economic development. Rabobank will also provide the NMB

acquire a 49% stake in the bank. NMB is the only bank in Tanzania

management team.

that has an extensive national network comprising more than 100
branch offices. At the end of 2004, NMB had 1,400 employees and a

A technical assistance project has been developed for the first three

balance sheet total of US$ 570 million.

years. This programme will include providing additional training to
NMB’s key employees in the Netherlands and an introduction to

Tanzania has a total population of 36 million people, 30 million

Rabobank: tens of Rabobank specialists in various areas will deploy

of whom live in rural areas. The objective of making funds and

their expertise in Tanzania in the years ahead.
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Case study: The Sustainable Tree Crops Program in West Africa
The long-term benefits and sustainability of a rural development

and income streams through products such as fruit trees, oil palm

program are best supported by ensuring reliable financing for future

and plantain will need to purchase initial planting material, as well as

operations. The nascent partnership between Rabobank and the

to presumably continue to finance the further development of their

global cocoa industry’s Sustainable Tree Crops Program (STCP) in

farming systems and increase their wealth long into the future.

West Africa is a case in point.

Similarly, farmer groups wanting to implement their increased
marketing know-how for active income generation further down the

Cameroon, Ivory Coast, Ghana and Nigeria together produce about

supply chain will need: access to adequate financing for the marketing

70% of the world’s cocoa. Working intensively with communities in

of products, access to information systems, the construction or

these countries, STCP aims to help farmers increase their incomes,

leasing of warehouses, the initiation of private transportation

diversify their farming systems and learn about important social

schemes and the ability to conduct their farms independently of

issues, including HIV/AIDS and responsible labour practices. One of

financial arrangements binding them to certain predetermined

STCP’s most successful components is its customized Farmer Field

outlets, to name a few.

School (FFS) series. FFS, in which learning takes place around handson experiments and leadership skills-building, draw groups of 20-30

The existing STCP regional and country network enables the free

farmers together on a bi-weekly basis over the cocoa cropping

flow of information from farmer group to farmer group within and

season. The FFS curriculum includes exposure to best practices for

across borders, while helping to build trust and budding business

managing pests and diseases, selecting and adding new crops to

relationships between FFS classmates who come to hold not only a

traditionally cocoa-intensive fields, as well as effective farm

shared experience, but also a shared vision for future prosperity.

management and the marketing of agricultural products.

Coupling access to financial services with the FFS tools and skills that
farmers need to improve, expand and diversify their businesses will

In order, however, for farmers to fully benefit from this newly acquired

open even more opportunities to West Africa’s next generation of rural

knowledge, they must have access to the financial vehicles with

entrepreneurs. STCP represents just one of many existing programs

which they can apply it in a commercial setting. Farmers who would

and networks with which Rabobank has partnered to create genuine

like to intercrop their existing cocoa fields to achieve diversified risks

and prolonged benefit to farmers and related local industries.

“As a modern retail bank
we will respond to all rural financial needs.”

Mr. Owaida Fouad,
Chairman of Principal Bank for
Development and Agricultural
Credit (PBDAC):

Rabobank in developing countries
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Rabobank will support these rural banks with capital, management

Fund (SCF) 5, together with DGIS (Netherlands Ministry of Foreign Affairs)

and knowledge. Typically, Rabobank seeks a minority share, while the

and the Dutch NGO Solidaridad. This fund intends to enhance the access

remaining shares are mainly domestically owned, preferably by clients

of small- to medium-scale coffee producers to credit for production,

of the bank.

processing and marketing of their products on commercial and
sustainable terms. The SCF proposes to provide a risk-mitigating financial

Rabobank International

instrument to (financial and trade) intermediaries. This instrument

Rabobank International is, within the Rabobank Group, responsible for

farmers’ organisations for the production and export of coffee at better

wholesale banking and international retail banking operations. For its

terms (i.e. lower interest rates) than would be possible without the SCF.

should then allow the intermediaries to offer commercial credit to

projects in developing countries, Rabobank International works closely
in partnerhip with Multilateral Development Banks (MDBs). These include
the World Bank Group, the Inter-American Development Bank, the

Interpolis

Asian Development Bank, the European Bank for Reconstruction and

Rabobank’s insurance subsidiary Interpolis is actively involved in micro-

Development, and other development institutions around the world

insurance in developing countries. Together with Rabobank Foundation

which provide financial support and professional advice for economic

and other Dutch development organisations, Interpolis shares its know-

and social activities in developing countries. In 2004, Rabobank

ledge about insurance in these countries. Microinsurance enables small

International played a leading role in arranging multilateral co-financing,

entrepreneurs to insure their income and livelihood in, for instance,

which is used to provide liquid resources on a viable commercial basis

small (mutual) insurance companies, the same way Interpolis originally

for agribusiness in emerging markets.

started its business in the Netherlands. Another possibility is that, by
means of microinsurance structures, people in rural areas are given

Rabobank International also participates in the International Task Force

access to mainstream insurance companies. Approximately one

on Commodity Risk Management (ITF), a public-private partnership

hundred Interpolis employees are now enlisted as volunteers for the

exploring new, market-based approaches to assist small producers in

development of microinsurance. In 2003, they established the Micro

developing countries to better manage their vulnerability to commodity

Insurance Association Netherlands (MIAN), a network of experts from

price fluctuations. The ITF is led by the World Bank, and Rabobank has

financial intermediaries and relief organisations. Membership of MIAN is

adopted a key role as the lead commercial bank involved. Rabobank,

also open for employees of other co-operative insurance companies in

through the ITF programme, aims to increase the capacity of farming

the Netherlands.

producer organisations to access commodity risk management products
that can benefit their members. Rabobank International supports the

To conclude

ITF through sponsorship and has been one of the few international

As a co-operative bank, it is a natural mission for Rabobank to support

price providing financial institutions committed to providing regular

rural economies in developing countries, by improving access to affor-

pricing for risk management products to clients that have been selected

dable financial services. True to its roots, Rabobank will continue to do

and trained by the World Bank.

what it has been established for, in another part of the world.

Additionally, Rabobank International and the Rabobank Foundation are
in the process of setting up the Sustainable Coffee Credit Guarantee

5) The official name of this fund has not yet been determined.

“PBDAC is an Egyptian state-owned rural

Together with Rabobank, we have started a

granting loans and given advice about

bank, with 1,600 branches, 30,000

program to transform PBDAC into a modern

IT systems. With this partnership, we can

employees and 3.5 million farmers as clients.

retail bank that can respond to all these

see the reasons behind the success of

Although we have an extensive network,we

clients’ needs. In the last three years

Rabobank and implement these into our

are not able to provide the rural population

Rabobank has already helped us develop

own business. In this way we are able to

with all the financial services they require.

new products, trained employees in

achieve our goal. ”
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